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Prologue 


My Research Journey with the Belt and Road Initiative 


This book is a result of my decade-long research endeavour. My research journey 
began with economic geography and the role of infrastructure facilities in unlocking 
the development potential of the mountainous landlocked regions in China. This 
triggered my enduring interest in the Belt and Road Initiative (BRI), which was first 
proposed by China in 2013 and is centred on promoting infrastructure connectivity, 
and its impacts on China's regional outreach endeavour, cross-border economic- 
social development and diplomacy with the regional countries. 

The BRI name was coined by China's President Xi Jinping in 2013, drawing 
inspiration from the concept of the ancient Silk Road, which was established 2,000 
years ago during the Han Dynasty. The ancient Silk Road was essentially an ancient 
network of trade routes connecting China to the Eurasian continents, Southeast Asia, 
South Asia, Arab-Persian Gulf and the Mediterranean. 

My research in and about China and the BRI explores the ambitious new Silk 
Road initiatives. The BRI remains a popular topic for both academia and the policy 
research community with an interest in China, regionwide as well as worldwide. 

The BRI cooperation framework, which contains the multidimension of political, 
infrastructure financing and construction, economic, social and security has brought 
China into the limelight of geopolitics and geoeconomics of the world. Perceived as 
the world's largest infrastructure financing and connectivity initiative, arguably, no 
previous development initiative has stirred such intense debate among governments, 
academics, media and business communities around the world as the BRI. 

Nevertheless, although the BRI has received much international media attention, 
the relevant topics have rarely been exposed to academic scrutiny. This book is 
about unpacking the origins, motivation and evolution of the contemporary version 
of the Silk Road project, mapping out the decision-making processes and areas of 
BRI implementation by Chinese central and local authorities, as well as the Chinese 
companies. It also aims to explain the geopolitical and geoeconomic consequences of 
the globally oriented Silk Road initiative for the participating countries and beyond. 
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The colossal infrastructure investments under the BRI framework could usher in a 
new era of investment, and trade and economic growth for the participating countries 
and beyond, while the initiative has faced significant criticism. The development of 
the Belt and Road Initiative has had significant influence on China's relations with 
the world and on the participating countries’ own growth. The BRI will continue to 
have profound consequences for China and the world. 

As the BRI reaches the 10th anniversary of implementation in 2023, it is the 
right time to evaluate the achievement, evolution, issues and challenges faced by 
China's grand initiative, and assess its future prospects. This book intends to make 
sense of the origins, scope and scale of the Belt and Road Initiative, as well as the 
debates surrounding the BRI through the case studies of the participating countries 
in Southeast Asia, Central Asia and the Middle East. 

Southeast Asia and Central Asia are two priority regions under China's push 
for the Belt and Road Initiative. Against the backdrop of the rise of China and his 
ambitious vision to pursue the great rejuvenation of the Chinese nation, in 2013, 
China's President Xi Jinping unveiled the Silk Road Economic Belt, the overland 
component of the BRI in Kazakhstan, and the Maritime Silk Road of the 21st Century, 
the maritime component of the initiative in Indonesia, individually during his state 
visit to both countries in 2013. Shortly after that, the Silk Road Economic Belt and 
the Maritime Silk Road of the 21st Century were combined as the Belt and Road 
Initiative (or the BRI in short). 

Literally, the seeds of the contemporary version of the Silk Road were sown in 
Southeast and Central Asia. Historically, Central Asia and Southeast Asia were the 
key participants in the ancient Silk Road trade until its decline by the mid-fifteenth 
century. For example, Uzbekistan's Samarkand and Malaysia's Malacca are two 
ancient Silk Road cities. Many local people in Southeast Asia and Central Asia are 
familiar with the Silk Road concept and thus tend to be more amenable to the concept 
of the BRI. 

The BRI has a historical resonance with the centuries-old Silk Road linking the 
vast Eurasian continent to East Asia. China intends to connect the ancient Silk Road 
to the BRI in the 21st century. From the ancient Silk Road to the BRI, China's past 
adventure along the Silk Road routes is guiding China's present global outreach 
under the BRI, and towards the future. 

For China, as the rising superpower, connectivity has trumped resources and 
territory to become a key element of building national power and exerting influence. 
Developing interconnectivity of infrastructure development forms a central part of 
China's national BRI strategy for accelerating infrastructure development in Asia 
and beyond, gaining control over markets and industrial supply chains and boosting 
bilateral trade and investment in the BRI countries. China holds a strong belief that 
whoever controls the interregional connectivity routes will dominate the world in the 
21st century. 

Xi Jinping has emerged as the most powerful leader in China since the Mao era. 
The Chinese government under Xi Jinping has been promoting proactive foreign 
policy, a clear departure from the low-profile foreign policy advocated since the 
1980s by the former paramount Chinese leader Deng Xiaoping. The BRI, which is 
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President Xi's pet project, demonstrates China's more assertive and proactive stance 
on regional and global affairs. China's foreign policy is undergoing a shift from 
passively following the international system in the past to actively participating in 
the reform of global governance and the international institutional system. 

President Xi views the change to China's foreign policy as necessary to match its 
ascendancy as the rising global power. Xi intends that China will one day become a 
rule-shaper in the global arena and regain a position of pre-eminence in the world via 
the BRI platform. China has now determined to reshape the world order in China's 
favour, rather than be shaped by the changing world. The BRI could transform China's 
formidable economic might into geostrategic leverage and influence. 

The BRI is important for the sustainable development of the Chinese economy, 
to secure global market access for the Chinese firms, to promote close trade and 
economic cooperation between China and the BRI countries via improving infras- 
tructure connectivity, and Beijing's pursuit of its regional and global geostrategic 
ambitions. 

Against the backdrop of change to the global geostrategic landscape, driven by 
the deepening strategic competition between the United States and China and the 
global COVID-19 pandemic, the BRI is apparently becoming even more important 
for China. 

China's economy had previously undergone remarkable growth since the early 
1980s. Nevertheless, the Chinese domestic economy has been slowing down quite 
dramatically since 2010. In addition to downward pressure due to the weakening 
of economic comparative advantages such as supplies of cheap skilled labour and 
land costs, China's economy is now facing significant headwinds from the chal- 
lenging global geostrategic environment, the long-standing structural issues riddling 
the domestic economy (e.g. regional economic inequality, property market downturn 
and the sluggish productivity growth) and fast population ageing. 

Many developing BRI countries, from Asia to Africa, from the Pacific Islands to 
Latin America, are still facing bottlenecks for boosting trade within or across their 
borders due to chronic infrastructure shortage and poor interregional connectivity. 
China is promoting the BRI to the developing countries in Asia and beyond through 
multilateral forums and platforms including the Shanghai Cooperation Organization 
(SCO), ASEAN (Association of Southeast Asian Nations), the African Union and 
Asia-Pacific Economic Cooperation (APEC). 

China also encourages the BRI countries to align their own development strategies 
with the initiative. These countries have huge investment demands for infrastructure 
development, and they are still welcoming the Chinese investment in their infras- 
tructure sector. China's investment in the BRI countries has remained robust even 
amidst the pandemic. 

BRI implementation has been demonstrated to be adaptable and flexible in prac- 
tice. Due to the criticism and pressure from the international community, the Chinese 
authorities and Chinese companies have been implementing readjustment measures 
in the push for the Belt and Road Initiative. I refer to it as China seeking to rebrand 
the initiative as the BRI 2.0. This book assesses the modified BRI 2.0 through the 
case study of Central Asian countries. 
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The modified BRI 2.0 focuses on promoting both more financially and more 
environmentally sustainable projects in the BRI countries. It is also intended to 
expand the Belt and Road cooperation to new areas such as the digital and health 
fronts in the BRI countries in the post-COVID-19 era, departing from the initial 
infrastructure-centred outreach approach. 

This book is based on assessment of the relevant central and local government 
plans and policy initiatives of China, statistical data collected from China, regional 
countries and multilateral development institutions, such as the World Bank and 
International Monetary Fund. In addition, over the past decade I have travelled to 
many Southeast Asian countries, and several Chinese provinces and cities to conduct 
interviews that would enhance my understanding of the BRI and its execution from 
the Chinese central and local perspectives. 

Through the BRI framework, local governments pursue their local interests, 
formally or informally, by participating in foreign affairs and strengthening interre- 
gional connectivity and external ties. These local endeavours also help China achieve 
the national policy goals of the initiative. Economic globalisation and China's deep 
integration into the world economy have pushed Chinese provinces into the trend of 
internationalisation and strengthening international ties. 

For Chinese government officials, scholars, corporate personnel and other indi- 
viduals who are based in China, the book follows the Chinese convention, that is, with 
the surname followed by the given name, in reversal of standard Western practice. For 
other individuals who are based outside China, their names are spelled following the 
Western practice; that is, the first name is followed by the surname. This convention 
is used in the footnotes and bibliography as well. 

The structure of book is organised as follows: Chapter 1 assesses the driving 
forces and rationale behind Beijing's push for the Belt and Road Initiative. Chapter 2 
discusses the BRI as a platform for China to advance economic globalisation. 
Chapter 3 analyses China's economic relations with the ASEAN countries, as well 
as the BRI implementation in the Southeast Asian countries. Chapters 4—6 zoom in 
on case studies of Vietnam, Singapore and Cambodia, three Southeast Asian coun- 
tries respectively. Chapter 7 discusses China's ties with the Arab and Persian Gulf 
countries under the BRI, with reference to country cases, namely Saudi Arabia and 
Iran. Chapter 8 assesses the launch of the Partnership for Global Infrastructure and 
Investment (PGII) initiative by the G7 countries to counter China's Belt and Road 
Initiative. Chapter 9 focuses on the China-led Asian Infrastructure Investment Bank 
and its role in regional infrastructure financing. Chapter 10 analyses Beijing's read- 
justments to the Belt and Road Initiative amid its criticism, and the progress of BRI 
2.0. Finally, Chap. 11 presents reflections on the BRI over the past decade, and its 
implications for the region and beyond. 


Singapore Hong Yu 
September 2023 
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Chapter 1 A) 
China’s Push for the BRI in a Changing eere 
World: Origins and Motivations 


1.1 Unveiling of the Belt and Road Initiative: How 
Significant Is It? 


The Belt and Road Initiative (BRI) is at the heart of the paradigm shift of Chinese 
foreign policy. Since its announcement by China's President Xi Jinping in 2013, the 
BRI has emerged as the centrepiece of China's aspiration to become a global power. 
China's BRI is rooted in history and inspired by the historic Silk Road, an extensive 
network of maritime and land routes for trade, communication and cultural exchanges 
that once linked China with the Eurasian countries. It felt into disuse around the 1600s 
after a few glorious centuries. China is now keen for this historical Silk Road to be 
revived. 

Since the implementation of the Belt and Road Initiative in 2013, China has made 
every effort to expand cooperation with the BRI countries in the fields of infras- 
tructure, investment, trade and people-to-people exchanges. The BRI is a globally 
oriented strategy, and therefore, it has no clear physical boundaries. It is a carefully 
crafted long-term strategy with an ambitious agenda. 

The Chinese central leadership team for implementation of the BRI, headed by 
the Executive Vice Premier of the State Council, has been established since 2013. 
In October 2017, the BRI was incorporated into the Chinese Communist Party's 
Constitution, demonstrating the Party-state's determination to push through imple- 
mentation of this grand initiative. No other countries have ever incorporated their 
economic initiatives or development plans into their constitutions. 

China is keen to project a “Global China" image under the BRI. The Initiative 
has been opened up to all countries which are interested, and there has subsequently 
been a gradual shift away from the ancient Chinese Silk Road narrative based on 
the historical and cultural significance. Essentially, the BRI is China's outreach, 
connecting the world with China as the core hub. Nevertheless, several regionally 
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or globally influential countries have not signed up for the BRI to date, including 
the United States, the United Kingdom, Canada, Mexico, Australia, India and Japan. 
Surprisingly, North Korea, China's close ally, is not in the BRI mapping. 

Moreover, some countries which have signed up for the initiative have yet to host 
large-scale infrastructure projects under the BRI framework, for example, Vietnam. 
Some countries have merely endorsed the BRI formally as a concept and pledged to 
cooperate with China to promote the initiative. Even if some BRI countries are not 
hosting BRI projects, their endorsement of the initiative lends credibility to it. 

Among the major global cooperation initiatives to promote infrastructure connec- 
tivity, the Belt and Road Initiative has achieved the largest financial scale and the 
greatest impact (see Table 1.1). This is a reflection of China's ascendance in the 
global arena, economically, politically and strategically. The BRI accurately reflects 
China's rising global influence. 

The world cannot ignore the impact of China's rise and BRI implementation. 
According to a report published by the World Economic Forum (2022), Chinese 
enterprises and banking institutions have announced their participation in about 
3800 overseas projects under the BRI since 2013, involving a total investment of 
US$4.3 trillion. A poll released in 2022 by the Centre for Future Democracy at the 
University of Cambridge found that 6296 of respondents in the developing coun- 
tries around the world have a favourable opinion of China, compared with 61% 
of respondents who have a favourable opinion of the United States. Almost two- 
thirds of respondents from the BRI countries have a favourable opinion of China. 
According to the Cambridge survey report, for the first time, China leads the United 
States in public favourability in developing countries, especially in Asia and Africa. 
To the Chinese intelligentsia, this survey data documents well the rise of China's 
geostrategic influence in contrast to the United States’ diminishing influence in the 
world, commonly described as the “rise of the East and decline of the West" by 
China. 

Under the implementation of the Belt and Road Initiative, China has continuously 
expanded economic and trade ties with other countries, improved the cross-border 
connectivity of international trade routes, and promoted the sustainability of China's 
economic development (Office of the Leading Group for Promoting the Belt and 
Road Initiative 2019). Over the past four decades, China has pursued a national 
policy of domestic reform and opening up to the outside world, and its development 
achievements have attracted worldwide attention. 

China's “reform and opening up” strategy since the early 1980s has two strands: 
the first is to promote reform, and the other is to expand the open market throughout 
the world. The 40 years of reform and opening up, especially since China's accession 
to the World Trade Organization (WTO), have been a period of rapid development 
and integration into the world economy. China's great development achievements 
have been made possible by opening its doors and embracing the world economy. 

Since the announcement of the BRI in 2013, the Chinese government has been 
deploying its full political, economic and diplomatic resources in order to forge a 
positive image of the BRI among the international community. The success of the 
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BRI will testify to China's rise as a full-fledged global power and boost the legitimacy 
of the Chinese Communist Party and the Chinese leader's rule at home. 

The BRI puts China at the centre of geoeconomics and geopolitics in the region 
and beyond, a position from which it hopes to strengthen its political and economic 
ties with the participating countries. Most of the fast-growing emerging countries, 
such as Indonesia, Turkey, Saudi Arabia, Egypt, South Africa, Argentina and Chile, 
are concentrated along the Belt and Road routes. By deeply cultivating the markets 
of countries along the BRI, Chinese enterprises have seized new opportunities, 
expanded foreign investment and developed new economic and trade ties. 

After a decade of development since 2013, the BRI has gradually transformed 
into a loose institutionalised framework for international cooperation. The projects 
presently covered by the Belt and Road, extending from infrastructure to manu- 
facturing, finance, energy, services, logistics, digital economy and health, will help 
developing countries along the route accelerate the industrialisation process. The BRI 
provides a platform for Chinese companies and capital to invest in other countries 
by leveraging on China's strengths in manufacturing and infrastructure development 
and financial power. 

The BRI is building a new model of interaction between China and the world: 
China is going to the world, and the world is going to China. Building on the ancient 
maritime and terrestrial Silk Road, China seeks to build a new circle of cooperation 
that extends across Asia and Europe to the African continent and Latin America. 
To borrow from President Xi's own words: “to expand China's circle of friendly 
countries". 

China has successfully transformed the economic power it has built up since its 
reform and opening up into expanding influence in the world (Yu 2017b). China's 
ability to grant or deny access for foreign companies to its huge domestic markets 
gives it geoeconomic and geopolitical leverage. 

While geopolitics and geoeconomics are different concepts with different mean- 
ings, the two are closely interrelated. The concept of geopolitics is defined as “an 
old expression shaped by both academic and popular usages going back to imperial 
concerns with the links between geography, state territoriality, and world power poli- 
tics". In contrast, geoeconomics is a relatively new concept: “geoeconomic vision- 
aries tend as a result to anticipate capitalist inclusion rather than the expulsion or 
containment of evil others. Their focus is on networks not blocs, connections not 
wall, and transborder ties instead of national territories" (Sparke 2007). In essence, 
geopolitics studies the influence of such as the military, political, human resources 
and other hard power elements on the policy of a state, particularly its foreign policy. 
Meanwhile, geoeconomics focuses more on economic space, covering transportation 
connectivity, networks, commerce, trade, investment, and financial and economic 
strengths. Geoeconomics concerns a nation's pursuit of strong economic perfor- 
mance and sustainable economic competitiveness. However, geopolitics and geoe- 
conomics are two sides of the same coin, the political dimension of geoeconomics 
being strongly intertwined with the competitive economic dimension of geopolitics. 

China has leveraged on its formidable economic power to pursue its long-term 
strategic goals and aims to further deploy the BRI to expand its geopolitical and 
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geoeconomic influence in the world. The countries along the Silk Road routes will 
thus be brought into China's economic orbit. As Graham (2015) comments: 


The preeminent geostrategic challenge of this era is not violent Islamic extremists or a resur- 
gent Russia. It is the impact that China's ascendance will have on the U.S.-led international 
order, which has provided unprecedented great-power peace and prosperity for the past 70 
years. 


1.2 Motivations and Rationale Behind China's BRI 
Implementation 


On 28 March 2015, China's National Development and Reform Commission, 
Ministry of Commerce and Ministry of Foreign Affairs jointly released the lengthy 
“Vision and Actions on Jointly Building the Silk Road Economic Belt and 21st 
Century Maritime Silk Road” (the Blueprint) outlining relevant frameworks, prin- 
ciples and action plans. This Blueprint provides the clearest overall picture yet of 
the ambitious BRI and demonstrates China’s serious attempt to materialise its grand 
vision. In China’s view, the BRI is an initiative calling for infrastructure development 
and economic cooperation that will foster economic growth and industrial develop- 
ment for the participating countries, to create trade and investment opportunities and 
promote stability and peace in the world. 

China stresses that BRI implementation is based on extensive consultation with 
the countries involved. The Chinese authorities insist that the BRI has no geostrategic 
motivations or geopolitical ambitions. However, promoting the notion that China is 
a great growing power but without geostrategic motivations is a hard sell for Beijing, 
and few outside China believe it. 

The author's view remains firmly that pursuit of interregional connectivity through 
the BRI is being driven by domestic economic, geopolitical and historical moti- 
vations. First, against the backdrop of domestic economic slowdown, sustaining 
Chinese economic growth has been one of the main drivers of BRI implementa- 
tion. However, in the shifting international geopolitical environment, China is facing 
daunting external challenges to its economic development. 

At the same time, internal contradictions and problems accumulated over many 
years of economic growth, from environmental degradation, uneven regional devel- 
opment, to widening of the wealth gap between the rich and the poor, are also 
increasingly affecting the sustainable development of China’s economy. BRI imple- 
mentation could enable China gradually to resolve these various domestic issues and 
build a high-quality, high-income economy. 

The shifting global geostrategic environment and COVID-19 pandemic have 
pushed China to rely more on the domestic market and resources for generating 
economic growth. The new development paradigm of “dual (domestic and interna- 
tional) circulation” strategy emphasises the domestic market, while the other side of 
this dual-circulation strategy is to open up more to the outside world. The BRI will 
be at the heart of international circulation under China’s new development paradigm. 
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Although China is pursuing more balanced economic growth in which domestic 
consumption will play a major role, this will take time. Foreign trade is thus still vital 
to boost the Chinese economy and domestic industrial development. The export of 
“Made in China" goods to the Asian countries will help to absorb many of China's 
manufactured goods, such as iron and steel, which will help to address domestic 
production overcapacity and stimulate domestic economic growth through upgrading 
of its industries. With its push for BRI implementation, China will continue to expand 
its global trading and investment ties to enhance its economic resilience and to gain 
wider market access to the BRI countries. 

The Belt and Road Initiative is in line with the Chinese government's “going 
global" strategy for Chinese enterprises, encouraging and supporting Chinese enter- 
prises to go overseas to find new markets and investment opportunities. More 
and more Chinese enterprises are confidently expanding into overseas markets and 
expanding their presence in the global market. 

China's economic growth is powered by its massive export-oriented manufac- 
turing industries, while it has to import large amounts of intermediate components 
and raw resources to power these industries. As the transport of these raw materials 
and semifinished goods to China largely depends on maritime shipping, a secure 
and reliable maritime trade shipping line is crucial to China. It is anticipated that a 
comprehensive and efficient transport network based on land, air and sea transport 
will facilitate the flow of goods and trade, as well as contributing to people exchanges 
and stimulation of economic prosperity in China and the BRI countries. 

China's accelerated economic transformation and industrial upgrading, and the 
transfer of some low value-added manufacturing industries to developing countries 
along the Belt and Road with relatively low production costs will drive China's 
investment in the regional countries and will also provide opportunities for relevant 
countries to develop manufacturing industries. Access to the BRI countries’ markets 
has helped China to promote its market diversification strategy for foreign trade 
and investment, by reducing its dependency on the Western markets, and helped to 
consolidate and enhance China's position at the centre of global supply chains. 

In seeking to gain more profits and expand their global business operations, 
Chinese companies have strong incentives under the BRI to invest their capital in 
other nations and implement a “going global" strategy. China is eager to participate 
in infrastructure construction abroad as such outward infrastructure investment will 
boost its manufacturing investment and hence its economic growth. For example, 
Chinese state-owned firms, such as COSCO Pacific, have made huge investment in 
the container terminals across many BRI countries in order to gain a market foothold 
through building a better and efficient port infrastructure network for maritime ship- 
ping (see Table 1.2). These projects, while currently representing a tiny portion 
of the completed BRI infrastructure projects, could have major geopolitical and 
geoeconomic impact across the world moving forward into the future. 

Second, from the geopolitical perspective, China's foreign policy direction has 
changed substantially over the past decade, in particular after the Global Financial 
Crisis in 2008, and it is now far more proactive, assertive and globally driven. The 
launch of the Belt and Road Initiative is an important symbol of China's growing 


1 China's Push for the BRI in a Changing World: Origins and Motivations 


Table 1.2. List of selected investments by Chinese companies in container ports in the BRI countries 


Country 


Container port 


Chinese company 


Shareholding ratio of 
Chinese company 


Malaysia Kuantan Port Guangxi Beibu Gulf 40% 
Port Group 
Singapore Singapore Container COSCO Pacific 49% 
Port 
Myanmar Kyaukphyu Port China National 50.9% 
Petroleum Corporation 
(CNPC) 
Sri Lanka Colombo International | China Merchants 85% 
Container Terminal Holdings (International) 
Hambantota Container | China Harbour 65% 
Port Engineering Corporation 
Pakistan Gwadar Port China Overseas Port 40-year lease agreement 
Holding Company for operating and 
managing port 
Saudi Arabia | Container Terminal, COSCO Pacific 2096 
Jeddah Islamic Port 
Egypt Safaga Port COSCO Pacific 2096 
UAE Khalifa Port COSCO Pacific Building and operating a 
new container terminal 
Djibouti Djibouti Container Port | China Merchants 23.596 
Holdings (International) 
Peru Port of Chancay COSCO Pacific 6096 
Israel Haifa New Port Shanghai International | 25-year lease agreement 
Port Group for operating and 
managing port 
Greece Piraeus Container Port | COSCO Pacific 35-year lease agreement 
for operating and 
managing port 
Italy Naples Container Port | COSCO Pacific 5096 
Belgium Port of Antwerp COSCO Pacific 2596 


Source Compiled by the author based on public information available 


influence in the region and even at the global level. The transformation of China's 
foreign policy began late in the era of Hu Jintao, the former Chinese President. 
Hence, China's foreign policy under the current leader is a reflection of continuity 
rather than radical change. 

Nevertheless, like their predecessors, the new Chinese leaders need to show inno- 
vation in foreign policy by announcing new policies that will distinguish their lead- 
ership strategy and advance China's national interests abroad in the changing geopo- 
litical environment in the region and throughout the world. The proactive foreign 
policy pursued by the Chinese government under Xi Jinping, China's President, is a 
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clear departure from the low-profile foreign policy advocated since the 1980s by the 
then paramount Chinese leader Deng Xiaoping. 

The Belt and Road Initiative demonstrates China's more assertive and proactive 
diplomacy on regional and global affairs. Rather than passively following interna- 
tional systems, China is now actively participating in the reform of global governance 
and the international institutional system. The ascendancy of China in the global arena 
and Xi's initiation of the BRI in such a short period of time after he took office have 
astonished both the region and onlookers in the West. The new Silk Road and AIIB 
proposals demonstrate China's capability to develop its own initiatives for financial 
and economic governance in the region. Allison (2015) rightly states: 


Nearly three years into his 10-year term, Xi has stunned colleagues at home and China 
watchers abroad with the speed at which he has moved and the audacity of his ambitions. .... 
Overseas, he has pursued a more active Chinese foreign policy that is increasingly assertive 
in advancing the country's interests. 


China's foreign policy is now more centralised, proactive and assertive. Presi- 
dent Xi has centralised foreign policy-making power under his own direction since 
he came to power in late 2012, chairing the Central Leading Group for Foreign 
Affairs, the highest authority for foreign policy decision-making in China, which 
demonstrates his strong man image and his ambitious vision. 

The low-profile, passive approach to foreign policy previously adopted by China 
was understandable when it was a poor developing nation with many thorny domestic 
issues and limited financial resources. However, China is now far more powerful than 
in Deng Xiaoping's era and is able to project its power, regionally as well as globally. 
Xi views the change to China's foreign policy as necessary to match its ascendancy 
as the rising global power. Xi intends that China will one day become a rule-shaper 
in the global arena and regain a position of pre-eminence in the world. China's 
adoption of a more proactive foreign policy stance, following its rise as a global 
power after three decades of economic reform and opening up, reflects its aim to 
safeguard its domestic development and advance its national strategic and economic 
interests abroad. 

China's foreign policy stance has been influenced by the increasing sense of 
national pride that has accompanied the emergence of China as a global power and 
the world's second-largest economy. The Chinese people and the youth population 
in particular (such as the post- 1980s and 1990s generation) have become more confi- 
dent about their nation (Breslin 2013). Meanwhile, the Chinese leaders have been 
increasingly responsive to this popular nationalism. Zhao (2013) argues that the 
Chinese government has become more accountable to popular nationalist calls since 
2008 in terms of its muscular foreign policy, which he referred to as a “strident turn" 
for China. 

China's share of the total world economy has risen in the past four decades from 
1.796 in 1980 to 18.596 in 2021. In 2021, China's import and export volume of foreign 
goods was US$6.05 trillion, accounting for 13.596 of total world trade, and it is now 
the world's largest trader of goods, ahead of the United States and Germany. These 
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figures reflect China's rise to become a major international power and its movement 
to the centre of the world stage. 

As its economic and financial power accumulated, China began to engage in many 
multilateral regional cooperation platforms, including the BRICS grouping, Shanghai 
Cooperation Organization (SCO), ASEAN Plus China (10 4- 1), China-ASEAN 
(Association of Southeast Asian Nations) Expo, Asia-Pacific Economic Coopera- 
tion (APEC), Conference on Interaction and Confidence-Building Measures in Asia 
(CICA), China International Fair for Investment and Trade, and Greater Mekong Sub- 
Region Economic Cooperation (GMS). Through its active role in relation to these 
cooperation mechanisms, China seeks to gain support from the respective countries 
in promoting the BRI. 

Third, developing interconnectivity through infrastructure development forms a 
central pillar of the BRI. Developing infrastructure connectivity is becoming an 
important national strategy for China in its attempts to gain control over regional 
markets and industrial supply chains. BRI implementation gives China greater access 
to energy and other natural resources, from countries such as Saudi Arabia, Indonesia, 
Turkmenistan, Kazakhstan and Russia, and enormous markets along the Silk Road 
route to power sustained economic growth at home and advance its national economic 
interests abroad. The infrastructure development, trade and economic initiatives of 
the Silk Road strategy will reinforce China's geopolitical position in the world. 

China is keen to use the BRI to help regional countries to modernise their infras- 
tructure and improve cross-border transport and other crucial infrastructure facilities. 
This in turn will help China to forge strong bilateral trade and economic integration 
with the BRI countries. Connectivity through infrastructure provides the foundation 
for industrial and economic prosperity. Economic geography theorists (e.g. Kraft 
et al. 1971; Bougheas et al. 1999; Henderson et al. 2001) have long argued the impor- 
tance of infrastructure development in overcoming backward geographical condi- 
tions and reducing high costs of production in landlocked countries. For example, 
the comparative cross-regional study by Calderón and Servén (2010) describes the 
significant contribution made by infrastructure development to economic growth in 
Sub-Saharan Africa. 

Many developing countries have an urgent need to bring in related investment, 
production capacity and technology to accelerate industrialisation through improving 
their infrastructure. According to the Asian Development Bank's forecast of infras- 
tructure investment needs for the Asian Pacific region (2017), by 2030, in order to 
realise their economic growth potential, the Asia-Pacific countries will need a total 
investment of $22.5 trillion in infrastructure development. 

China is convinced that its BRI push will boost regional trade and economic 
development through interregional infrastructure improvement. Chinese enterprises 
and financial institutions have become among the most important financing and 
contracting parties in the infrastructure sector in the developing countries. The state- 
owned enterprises (SOEs) have been involved in most of China's global investment 
abroad under the BRI framework over the years. According to the statistics released 
by the State-owned Asset Supervision and Administration Commission, China's top 


1.2 Motivations and Rationale Behind China's BRI Implementation 11 


watchdog for the SOEs, 81 China's centrally administrated SOEs had been involved 
in constructing 3400 BRI-related projects worldwide by January 2020. 

China has embarked on very rapid and massive overseas lending since 2013 
when it launched the BRI. It has emerged as a major lender and provided hundreds 
of billions in loans and credit to developing countries across all continents. Most 
of China's overseas lending has been directed at the energy, transport and other 
infrastructure sectors under the BRI framework. The Export-Import Bank of China 
and State Development Bank are the two major Chinese financial institutions for 
providing loans abroad for BRI-related projects. These two state-owned Chinese 
banks provided up to US$462 billion in total in financing overseas infrastructure 
development projects from 2008 to 2019, which was almost equivalent to the amount 
of development financing (US$472 billion) provided by the World Bank during the 
same period (Ray and Simmons 2020). 

Hundreds of railways, roads, seaports, energy plants, telecommunications and 
other infrastructure projects built under the BRI framework have been welcomed by 
the recipient countries. China's push forthe BRI cements its growing importance as an 
underwriter for infrastructure development for the developing countries. According 
to the Engineering News-Record's list of “2021 Top 250 Global Contractors", in 
the field of technological capacity and infrastructure construction, fourteen Chinese 
construction firms are listed among the top 20 largest infrastructure contractors in 
the world. These companies are ranked according to construction revenue, which 
were generated outside of each company's home country in 2020. Chinese firms 
are not merely the leading players; in fact, China structurally dominates the global 
infrastructure construction industry. 

China has strong international competitiveness in infrastructure construction, 
equipment manufacturing, metallurgy, building materials and communication equip- 
ment. Around the world, from Cambodia, Indonesia and Saudi Arabia to Croatia, 
Serbia and Greece, from Egypt, Kenya and Ethiopia to Brazil, Chile and Mexico, 
Chinese infrastructure companies and engineers are involved in the construction of 
roads, railways, bridges, energy facilities, ports and terminals and airports. 

In addition to the transport, energy, power and information and communication 
infrastructure projects that have already been completed and put into operation, 
many large-scale cross-border infrastructure projects are under construction, such 
as Phnom Penh Airport in Cambodia, the Jakarta-Bandung High-Speed Railway 
in Indonesia, the Hungarian-Serbian Railway Project and the Malaysia East Coast 
Railway Project. 

The Belt and Road Initiative will have a long-term impact on infrastructure 
development, industrialisation and economic growth in countries along the route. 
According to a 2019 World Bank study entitled “The Economics of the Belt and 
Road: Opportunities and Risks of Transport Corridors", BRI transport projects can 
expand trade, increase foreign investment and reduce poverty by reducing trade costs. 
If fully implemented, BRI transport projects could increase global trade by 1.7-6.2% 
and global real income by 0.7-2.9% (Baniya et al. 2019). 

The Belt and Road projects can help developing countries improve logistics and 
transportation capacity and efficiency, speed up the flow of people and enhance the 
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economic competitiveness of countries along the route. The BRIunleashes the poten- 
tial for economic growth and expanded trade through infrastructure development. 
In 2016, Chinese companies won the right to operate the port of Piraeus through a 
competitive bid and then invested in the modernisation of the port's container terminal 
and the renewal of terminal loading and unloading equipment, thereby improving the 
operational efficiency of the terminal. The renovated port of Piraeus has become the 
fourth-largest port in Europe and one of the most important transshipment ports in 
the Mediterranean. On the one hand, Chinese goods are more easily exported to the 
Balkans and Central and Eastern European countries through the port of Piraeus. On 
the other hand, Greece receives taxes through the transit of goods in the port, which 
drives the development of shipping, logistics and commerce in the area around the 
port, and provides more jobs for Greeks. China and Greece achieve mutual benefit 
and win-win results through the Piraeus Port project. 

Over the past decade, according to statistics provided by China's Ministry of 
Commerce, China's direct investment in countries along the Belt and Road has shown 
a steady upward trend, from US$12.6 billion in 2013 to US$20.9 billion in 2022. The 
share of BRI countries in China's total outbound investment increased from 11.796 
in 2013 to 17.996 in 2022 (Fig. 1.1). The BRI marks the change in the direction 
of China's trade, export and foreign investment from mainly developed countries 
toward a mix of developed countries, emerging countries and developing countries. 

Despite the adverse impact ofthe global COVID-19 pandemic, China's investment 
in the BRI countries has continued to grow, and Chinese investment in the countries 
along the Belt and Road routes has not slowed down. From 2013 to the end of 2022, 
according to data provided by China's Ministry of Commerce, the accumulated direct 
investment of Chinese enterprises in the BRI countries reached US$177.2 billion. 
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Fig. 1.1 China'sdirectinvestmentto the BRI countries. Source Belt and Road Trade and Investment 
Development Report (2021, 2022), Ministry of Commerce of People's Republic of China 
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Relocating excessive production capacity to the BRI countries where there is a 
demand will be also beneficial to their economies and accelerate local industriali- 
sation, through engaging in bilateral infrastructure, trade and investment coopera- 
tion and tapping into China's huge domestic markets. China also needs to engage 
with other fast emerging markets and to power sustainable domestic economic 
development. 

With the advancement of the BRI infrastructure projects, the transportation infras- 
tructure and interconnectivity between the BRI countries have been improved. 
China's trade volume with the Belt and Road countries has increased. For the coun- 
tries involved, the BRI will not only help their respective countries attract more 
Chinese investment in the infrastructure sector, but also provide a platform for their 
products to easily enter the Chinese market. In 2013, China's exports and imports 
to the BRI countries amounted to US$569.19 billion and US$471.36 billion, respec- 
tively. By 2020, China's exports and imports to the BRI countries had risen to a 
record high of US$783.86 billion and US$569.91 billion, respectively (Fig. 1.2). In 
2021, the BRI countries combined accounted for nearly 30% of China's total foreign 
trade. 

From the historical perspective, the rationale behind China's BRI is to revive its 
historical Silk Road. In 1877, the German Geographer Ferdinand von Richthofen 
first coined the term "Silk Road" to describe the vibrant trade in many commodities, 
such as silk, porcelain, and spices, between China and the countries along the 11,000- 
km-long Silk Road routes. 

The Silk Road initiatives echo the so-called China Dreams of the great revival of 
the Chinese nation, which was first announced by President Xi Jinping in November 
2012 (The Economist 2013), and this has been reiterated by the Chinese leaders in 
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Fig. 1.2 China's merchandised trade with the BRI countries. Source China's Belt and Road Trade 
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their speeches thereafter. The Chinese leadership sees the BRI as an important step 
on the road to reclaiming China's historical global position. 

Moreover, Ye (2020) argues that the BRI could improve internal economic inte- 
gration of China's vast inland western regions such as Xinjiang, Inner Mongolia, 
Heilongjiang, Guangxi and Yunnan and enable them to expand their participation 
in foreign trade. Improving the interregional connectivity of the landlocked western 
regions would allow them direct access to port facilities in neighbouring countries. 
As an example, Yunnan Province borders three ASEAN countries, Myanmar, Laos 
and Vietnam and is a short distance from India and Bangladesh in South Asia, Thai- 
land and Cambodia in Southeast Asia. Its land connectivity with the ASEAN will 
be strengthened through cooperation on expressway and railways, and development 
of its ports and harbour-related and airport infrastructure (Li 2014). These cross- 
border links will enable Yunnan to serve as the international gateway or connector 
for China, Southeast Asia and South Asia and will bring much-needed rejuvenation 
to the region. 

The rise of China and the BRI implementation is helping China to boost its 
soft power in the region and beyond. China wants to build the BRI into a new 
development model for international infrastructure financing, industrial investment 
and trade. BRI implementation marks China's transition from integrating into the 
world economy through reform and opening up to actively promoting globalisation 
and participating in the formulation of relevant international rules. China has reached 
consensus with 27 countries on infrastructure financing and financial institutions 
to support the development of infrastructure projects, in the form of the Guiding 
Principles for Belt and Road Infrastructure Financing. By getting countries along the 
route to become signatories to this document, China hopes to form a BRI standard 
for financial institutions to finance infrastructure projects, which will promote the 
BRI’s standing in the international community. China is seeking to establish BRI 
standards with countries along the Belt and Road in a wide range of areas, including 
digital economy, energy development, tax collection and administration, and legal 
arbitration. 


1.3 Issues and Challenges to China's New Silk Road 
Initiatives 


Since the initiative was initially launched in 2013, China has witnessed profound 
changes to both the regional and global geopolitical environment. During the decade 
of BRI implementation, multifaceted and multidimensional issues and challenges 
have arisen. Many Chinese enterprises are facing mounting pressures and difficulties 
in carrying out business and investment activities abroad, affecting such as outbound 
investment, mergers and acquisitions, and building manufacturing plants (Yu 2019). 

From the domestic perspective, intensifying local competition represents a 
concern for China. A lack of central-local coordination, in a system already dogged 
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by red tape and bureaucracy, could not only delay implementation of the BRI but 
could also cause confusion in the participating countries as to who is in charge of 
the Silk Road plan and with whom they should negotiate. Wang (2011) points out, 
“Almost all institutions in the central leadership and local governments are involved 
in foreign relations to varying degrees, and it is virtually impossible for them to see 
China's national interest the same way or to speak with one voice. These differences 
confuse outsiders as well as the Chinese people". Such problems over unity and 
communication undermine China's efforts to promote its grand strategy. 

Starting in July 2023, China's “Foreign Relations Law" came into enforcement 
(The National People's Congress of the People's Republic of China 2023), as the first 
law attempting to outline the objectives, tasks and responsibilities of Chinese central 
ministries and agencies in conducting diplomacy and foreign relations through such 
as the BRI. As written by Wang (2023), China's top diplomat and Director of the 
Central Foreign Affairs Commission Office, the Law also attempts to clarify the 
functions and tasks of local Chinese governments in China's overall foreign policy. 

From the external perspective, the biggest challenge to China's Silk Road initiative 
relates to geopolitical factors. China hopes to use the initiative to forge close trade and 
economic cooperation with the Silk Road countries and boost their economic growth 
by improving infrastructure connectivity and increasing flow of trade and investment. 
However, due to their suspicion over China's real intention, the world's reactions to 
the BRI have been mixed. Meanwhile, China has failed to cultivate the necessary 
strategic and political trust among the respective parties over the BRI. However, 
China is eager to demonstrate the “win-win” philosophy as the upholding pillar 
for BRI implementation. Global perceptions of the BRI are becoming increasingly 
negative. Salient differences have emerged between foreign media coverage and the 
Chinese official narrative on the BRI. For instance, according to a survey report of the 
Southeast Asian countries published by the ISEAS-Yusof Ishak Institute in January 
2020, ASEAN members’ attitudes towards China have become increasingly complex 
and cautious. Most of the Southeast Asian elites surveyed believe that “China is a 
revisionist power and intends to turn Southeast Asia into its sphere of influence", 
with 63.6% of the respondents having little or no confidence in China's BRI. 

By borrowing Chinese money to finance domestic infrastructure construction, 
many BRI countries are concerned that they might fall into the "debt trap" if their rela- 
tions with China turn sour or they encounter severe domestic financial and economic 
crises. Beijing's Belt and Road Initiative was launched against the backdrop of rapid 
growth in public and corporate debt across the world. Public debt in emerging market 
economies continues to rise, reaching its highest level for the past four decades and 
thereby increasing fiscal risk and vulnerability. 

As reflected in the case of Sri Lanka, the BRI is not a charitable programme, and 
the BRI’s project financing is based on interest-bearing loans. Sir Lanka is facing its 
worst economic, political and social crisis in decades. It has been struggling to repay 
external loans and the interest associated with borrowing for infrastructure construc- 
tion, partially deriving from BRI projects financed by Chinese firms and banks. On 
31 March 2021, the Aid Data Lab at the William & Mary Global Research Institute 
released a report that examined 13,427 BRI-related projects worth US$843 billion 
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across 165 countries between 2000 and 2017. The report revealed that over 40 coun- 
tries have debt exposure to Beijing in excess of 10% of gross domestic product 
(GDP), and 35% of the projects have encountered problems such as corruption scan- 
dals, labour violations, environmental hazards and public protests. China has been 
accused of so-called debt trap diplomacy through its BRI. The critics argue that 
there is a significant risk that developing countries may not be able to repay their 
debts related to participating in the BRI. Given their debt obligation to China, these 
countries must align their foreign policy with Beijing by taking a pro-China stance. 

As for the recipient countries, the borrowing costs from China to finance the BRI 
projects are relatively expensive and could create a significant long-term debt burden 
for these countries if their domestic economic and financial situations become dire. 
For example, as reflected from the case of the Philippines, the interest rates and tenor 
associated with the Chinese loans are relatively much tougher and harsher compared 
to the infrastructure-related borrowings from Japan and the Republic of Korea (see 
Table 1.3). The so-called concessional Chinese loans and grants under the BRI are 
not genuinely concessional or preferential. 

Given the fact that almost all of China's global lending derives from the Chinese 
state and its various state-owned entities, China has become the world's largest offi- 
cial creditor, with outstanding claims in 2017 surpassing those of the IMF, World 
Bank, or those of all the 22 Paris Club governments combined. According to a study 
by Horn et al. (2019, 2023), low-income countries that have encountered huge debt 
burdens associated with China's BRI investment include Laos, Pakistan, Mongolia, 
Kyrgyzstan and Djibouti. According to a report published by the Beijing-based 
International Institute of Green Finance in January 2021, among the BRI countries, 


Table 1.3 Comparison of terms of loans and grants among selected infrastructure projects in the 
Philippines 


Project Financing Total value of Interest | Tenor 

country loan (in billion | rate (in 
peso) (p.a.) 

Chico River Pump Irrigation Project 

Kaliwa Dam China 12.19 2.00 20 

Panguil Bay Bridge Republic of 7.38 0.15 40 
Korea 

New Cebu International Container Port | Republic of 9.96 0.15 40 
Korea 

Improvement of Sections along Pasig Japan 6.97 0.75 40 

River from Delpan Bridge to Napindan 

Project 

Cavite Industrial Area Flood Risk Japan 9.89 0.30 30 

Management Project 

Metro Manila Subway Phase I Japan 356.97 0.10 40 

North-South Commuter Railway Project | Japan 628.42 0.10 40 


Source Department of Finance, Philippines (2023) 
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Pakistan (owed US$20.2 billion to China), Angola (owed US$15.0 billion), Kenya 
(US$7.5 billion), Ethiopia (US$6.5 billion) and Laos (US$5 billion) had become the 
five countries most indebted to China by 2019 (Yue and Wang 2021). 

According to the International Monetary Fund's *World Economic Outlook", 
which was published in April 2023, many countries are still absorbing the shocking 
impacts brought about by Russia's war on Ukraine and the outbreak of new COVID- 
19 variants, these countries could experience slower growth and rising joblessness in 
2023. Against this backdrop, the economic prospects for many BRI countries in the 
post-COVID-19 era look dismal. Many BRI developing countries have experienced 
severe domestic economic downturn, debt crises and social instability, and some 
countries, including Mongolia, Sri Lanka, Bangladesh, Pakistan, Kenya and Zambia, 
have experienced difficulties in repaying their foreign debts owed to China and other 
countries. For example, in January 2022, the Kenyan government said that due to the 
economic crisis in Kenya, it hoped to negotiate with China to delay the repayment 
of the loan owed to China for the construction of the Mombasa-Nairobi railway. 

Nevertheless, labelling the BRI as a “debt trap" is both factually wrong and exag- 
gerated. In fact, even before the launch of the BRI, some countries that joined the 
Initiative were already facing rising debt levels. Many developing countries have debt 
problems, but their debt problems have accumulated over a long period of time, and 
although their debt increased when the Chinese projects were implemented, these 
debts account for a relatively small proportion of the countries’ total debt, compared 
to their debt borrowed from multilateral financial institutions and commercial cred- 
itors. There is no evidence to support the claim that China's BRI push either delib- 
erately sets a debt trap to lure low-income BRI countries into financial crises, or 
forcefully attempts to take over their strategic assets. In fact, China has restructured 
its loan contracts with a few countries to help them to meet their loan repayment 
obligations more easily, for example, Sir Lanka, Pakistan and Laos. 

Among the BRI countries, none of their domestic economic and debt crises 
have so far been caused by China; instead, they have been caused by internal fiscal 
mismanagement or external shocks, such as the global COVID-19 pandemic and the 
Ukraine war. Many low-income developing countries that receive BRI financing lack 
a comprehensive and robust fiscal framework. For example, while there was much 
hype about China plunging Sri Lanka into a debt trap, China has in fact provided 
loans that account for around 10% of Sri Lanka's total external debt. Sir Lanka's 
economic, political and social crises are rooted in the rampant corruption of its polit- 
ical elites, the government's poor economic management and the impacts of the 
global pandemic. Although the Chinese firm acquired the operation rights for the 
Hambantota Port, it does not enjoy conclusive authority. 

BRI is not an aid programme or a charitable initiative. China views the BRI infras- 
tructure projects as commercial endeavours with loans based on a market interest rate 
(or slightly lower). Even countries with low levels of debt must carefully weigh the 
pros and cons of BRI investments. Projects should conform to national development 
priorities. The BRI countries have full rights to either accept or refuse Chinese loans 
(Yu 2023). 
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China expects the BRI loans to be fully repaid since it did not force the developing 
countries to borrow from China, and it has no legal obligation to offer debt relief or 
a "haircut". Regarding countries struggling with domestic economic crises and debt 
repayment, China has accepted a rollover of payments and even offered some interest 
rate relief, but not a true haircut. The G20 Debt Relief Initiative and the Common 
Framework have initiated China's participation in multilateral debt coordination. 

The strategic competition between China and the United States presents a major 
challenge to BRI implementation. U.S.-China relations have become increasingly 
confrontational and contentious in nature, and there is little space for bilateral cooper- 
ation. The United States and China compete fiercely in the multidimensional aspects 
of the global arena, and infrastructure financing and construction has become one 
of the important areas of contest. The U.S. fears that the BRI, cemented by the rise 
of China, poses a serious long-term threat to U.S. interests and national security. 
U.S. elites regard China as having both the will and resources to reshape the United 
States-led international order, rules and global governance system through the BRI 
platform. The intensified China-U.S. competition in infrastructure financing and the 
U.S.’s unveiling of the “Indo-Pacific Strategy" to counter the rising influence of 
China and its BRI will be discussed in detail in Chap. 11. 


1.4 Concluding Remarks 


China has been extremely keen to project its rising power and expand its global influ- 
ence through implementing the BRI abroad, and to forge close trade and economic 
cooperation with the BRI countries. This marks a major departure from China's long- 
held international affairs policy of “hiding one's capabilities, biding one's time and 
focusing on domestic development", which was advocated by the former paramount 
leader, Deng Xiaoping. 

The Belt and Road Initiative forms a cornerstone of China's new foreign policy 
under President Xi Jinping. By leveraging on its financial power and strong manu- 
facturing and infrastructure development capacity, China is determined to push for 
the BRI's implementation overseas. 

Many countries have aligned their development strategies with China's BRI and 
explored the opportunities brought by Chinese investment. Driven by domestic 
economic, geopolitical, interregional connectivity and historical considerations, the 
BRI has already generated profound impacts for the participating countries, and it is 
likely to continue to have far-reaching geoeconomic implications at home and abroad 
in years to come. China's rising global influence and the Belt and Road Initiative also 
have had a huge impact on the existing West-led global geopolitical and geoeconomic 
order. 

The BRI goes far beyond investment cooperation and economic interests as it 
has clear geopolitical underpinnings. BRI implementation has advanced China's 
strategic, political and economic interests in the participating countries. The BRI 
has brought China to the world, and the world is approaching China. The BRI is 
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also helping China to deal with the domestic problem of industrial overcapacity and 
speed up industrial restructuring and technological upgrading at home. 

Nevertheless, compared to the time of its inception in 2013, the regional and 
international environment for BRI implementation is now increasingly complex 
and severe. Despite the initiative attracting huge international attention and China's 
efforts to increase its momentum, China's push for the BRI implementation is encoun- 
tering serious internal and external challenges. The effective implementation of the 
BRI largely depends on the response of China's neighbours, large and small, and 
will require much more than simply rhetoric and goodwill. The BRI is still, by and 
large, a China-centric solo or bilateral initiative. China has thus so far been unable to 
project the BRI as a credible multilateral endeavour. The Chinese authorities have to 
focus on consultation in order to explain the Silk Road initiatives in detail to the BRI 
countries and convince them that this initiative will not be for the benefit of China 
alone. 
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Chapter 2 A) 
BRI as China’s Platform to Push E 
for Economic Globalisation 


2.1 Globalisation Characterised by Interconnection 
and Interconnectivity 


Against the backdrop of global economic growth slowdown, rising unemployment 
and widening income disparities and de-industrialisation in some developed nations, 
in the West, there is growing resentment towards free trade and economic global- 
isation. In contrast, China has leveraged on the Belt and Road Initiative and other 
platforms to promote its approach and thinking on global economic development, 
free trade and economic globalisation. 

Arguably, the ancient Silk Road was the first attempt at globalisation. People from 
different regions used the ancient Silk Road as a bridge for trading silk, china, tea, 
spices and porcelain and cultural exchange between the East and West. 

The contemporary version of globalisation is characterised by trade facilitation, 
investment liberalisation and interconnection based on infrastructure connectivity 
improvement. In today's world, globalisation, based on interconnection and global 
industrial chains, is intensifying rapidly, and countries have become embedded in 
this process to varying degrees. 

Never before have global economic activities been so highly interconnected and 
interdependent. As New York Times columnist Friedman (2020) said, “Our planet 
is now not only interconnected, but also interdependent, and even interconnected in 
many ways". 

Since China opened its door to the outside world in the early 1980s, millions 
of Chinese workers have joined the global workforce to assemble and manufacture, 
firstly, toys, textiles, and garments, and later, home appliances, electronic and commu- 
nication equipment, to name a few, for the global market. Since China's admis- 
sion to the World Trade Organization, it has benefited more from global economic 
cooperation and free flow of investment and trade than any other major country. 


An initial form of this Chapter was published as journal articles, please see Yu (2017a, b). 
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China is keen to be a new champion for economic globalisation. During his 
speech at the World Economic Forum in Davos in January 2017, China's Presi- 
dent Xi Jinping, made this point clearly. In a move to defend economic globalisation 
and oppose protectionism, Xi vowed to promote closer global economic integration 
through the implementation of the Belt and Road Initiative. 

China's push for the improvement of interregional infrastructure connectivity via 
the BRI platform is based on its understanding that such connectivity is a crucial 
component boosting trade and driving economic globalisation. China's promotion 
of its infrastructure-centred BRI marks the nation's attempt to put its own stamp on 
globalisation. 

China is a global champion for infrastructure construction and financing. For 
example, China has built the world's largest domestic high-speed rail network, which 
is longer than the high-speed railways in all other countries combined. High-speed 
rail has thus become a brand that China is now seeking to export overseas under 
the BRI (Yu 2014). The construction of Indonesia's Jakarta-Bandung high-speed 
railroad is based on Chinese technology and design, demonstrating that China's high- 
speed railway is “going global". It showcases China's ascendancy on indigenous 
technological innovation and projects its image as a modern and technologically 
oriented economy. 

Export of China's transport and other infrastructure products overseas will not 
only create new business opportunities for infrastructure construction and related 
industrial companies at home and for Chinese policy banks such as the State Devel- 
opment Bank, but also, more importantly, it will help China to tackle its excessive 
domestic production overcapacity and allow it the space to move up the industrial 
value chain by pursuing domestic industrial upgrading and economic restructuring. 
By leveraging on its Silk Road initiative, China seeks to grasp the opportunities 
offered by the global economy. 

China views the BRI as a long-term policy initiative and has the necessary patience 
to pursue the related strategic and economic goals. With its push for BRI implemen- 
tation, China will continue to expand its global trading and investment ties to enhance 
its economic resilience and to gain wider market access. China anticipates that the 
push for BRI implementation will help to develop reliable alternative sources of 
demand in the Silk Road countries that can help to absorb many of China's exports 
and then to reduce its dependence on the traditional Western markets. 


2.2 Driving Forces Behind China's Push for Economic 
Globalisation 


From the Chinese perspective, many regional and global problems, such as the 
widening income disparities, de-industrialisation, illegal migration and the refugee 
crisis, and unemployment cannot be attributed to economic globalisation. The rising 
tide of anti-globalisation will not reverse or stop a trend of globalisation exemplified 
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by free flow of capital, technology and people. Launching or threatening to launch 
a trade war, or putting up more trade and non-trade barriers will only result in a 
"lose-lose" outcome as this will invite more retaliation from both sides. 

Nevertheless, globalisation in its present form is far from perfect. The next phase 
of economic globalisation should be based on a more balanced, inclusive and sustain- 
able model. This would require national governments to implement more measures to 
cushion the various adverse effects and deal with the downsides of globalisation. For 
the international community, the most likely hit would be on the poor and vulnerable 
who lack the resources and necessary skills to take advantage of economic globali- 
sation; this group of people requires protection in order to share more in the benefits 
of economic globalisation. 

First, having already benefited much from globalisation through opening up its 
domestic economy, it fits China’s own interests to push for free trade and economic 
globalisation. China’s emergence as a major global economic power, in particular 
since its admission to the World Trade Organization (WTO) in 2001, is testimony of 
the power of free trade and globalisation. According to WTO data, in 1983, China’s 
share in global merchandise trade was merely 1% or so, while in 2021, it accounted 
for 15.5% of global merchandise exports and 12.2% of global imports. The free 
trade and free flow of capital and technology offered by burgeoning globalisation 
have contributed enormously to the Chinese economic miracle of the past several 
decades. China’s determination to play an even more proactive and important role in 
the next phase of economic globalisation is hence understandable. 

The fragmentation of production processes due to technological innovation and 
the global pursuit of lower production bases has led to China’s emergence as the 
world’s major manufacturing plant and a key regional hub of the global supply 
chains. Its market-driven development experience over the last three decades has 
confirmed China’s belief that globalisation has a vital role to play in its economic 
future. 

For the past five years, the United States and China, the world’s two largest 
economies, have been engaged in a tit-for-tat trade war. However, bilateral trade 
volume between the two countries increased from US$635.15 billion in 2017, the 
year prior to the trade war, to US$690.58 billion in 2022, an enormous figure that 
marks a historic new record (Fig. 2.1). The United States’ trade deficit with China 
jumped to US$382.92 billion in 2022 from US$346.83 billion in 2016 (Fig. 2.2). It 
is apparent that the United States is importing more from China despite the tariffs 
imposed on the imported goods from China. 

Both the former Trump and current Biden administration have attempted to rebal- 
ance trade with China and reduce the trade deficit through different measures. These 
measures have included imposing punishing tariffs on vital Chinese goods under 
President Trump, restricting high-tech exports to China (chip and semiconductor 
products made with the American technology and equipment) and pursuing diversi- 
fied trade and resilience supply chain policies under President Biden. However, none 
of these measures have so far achieved trade rebalancing or deficit reduction with 
China. 
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Fig. 2.1 U.S.-China trade in goods. Note The figures are in billions of USD calculated on a nominal 
basis, not seasonally adjusted. Source United States Census Bureau (2023) 


-382.92 2022 i 
-35349 2021 
-308.14 2020 
-34263 2019 
-418.23 2018 
-37517 2017 


-346.83 2016 


-600 -400 -200 


© 


200 400 600 800 
US$ Billion 


m US Exports to China US Imports from China Balance 


Fig. 2.2 U.S. trade deficit in goods with China. Note The figures are in billions of USD calculated 
on a nominal basis, not seasonally adjusted. Source United States Census Bureau (2023) 


The much-discussed decline of China’s export capacity has failed to materialise. 
Due to its comparative advantage in terms of manufacturing production capacity, 
its linkage of upstream and downstream industrial sectors, and productivity and 
efficiency of skilled Chinese labour, China has maintained its position as a key hub 
in the global supply chain and the world’s major manufacturing base. 

The United States’ long-held argument is that countries can gain huge benefits 
through the globalisation of trade and capital, but now the rise of China poses a 
threat to the national security of the United States and its close allies, which has 
led both of the two most recent American administrations, the Trump administration 
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and the present Biden administration, to use various policy and legal tools to limit 
China's influence and supress its development, including tariffs, investment reviews, 
and export controls. Senior US officials touted the benefits of “near-shoring” and 
"friend-shoring" and signalled to the multinational corporations that moving supply 
chains out of China would be wise. 

Some policy experts and scholars in the United States (e.g. Boustany and Friedberg 
2019) who have argued that China is unlikely to make concrete concessions or give in 
to the American pressures of tariffs on imports of Chinese goods have now gone even 
further by calling on the United States to adopt a strategy for partial disengagement 
with China, aiming to build leverage to address the perceived threats from China, to 
slow down Chinese technological advancement, as well as to retain the US supremacy 
in economic, military and technological power over China. 

The US trade pressure and "economic decoupling" policy towards China have not 
served either the intended purposes of balancing the US-China trade relationship, 
excluding China from regional supply chains, de-sinicizing, or suppressing China's 
manufacturing and export capacity. The free market is simply adapting itself to find 
the cheapest way to offer goods to consumers. The policies of the Trump admin- 
istration and the Biden administration in the United States have succeeded only in 
changing the routes of products entering the American market and have been unable 
to reduce the dependence on Chinese products in any meaningful way. For example, 
Vietnam and Mexico have become two prominent source countries for the US's 
imports of merchandised goods. Nevertheless, these countries are deepening their 
trade, investment and economic ties with China. For example, Mexico's imports of 
auto parts from China have doubled in the past five years, while Vietnam's imports 
of electronic intermediate goods, equipment and materials for textile and garment 
manufacturing have increased substantially over the past several years. 

In some cases, the Chinese-made goods are simply repackaged and rebranded and 
then shipped to the United States through a third country like Vietnam. For example, 
according to the Economist's revaluation (2023a, b), at the end of 2022, the U.S. 
Department of Commerce found that four major solar suppliers located in Southeast 
Asia were effectively circumventing tariffs imposed by the United States on Chinese 
goods by doing small-scale processing of Chinese products. 

China, with its well-developed infrastructure, large skilled workforce and efficient 
logistics, remains the cheapest supplier of manufacturing goods to the global markets. 
It would be difficult and extremely costly for another country to replace China as the 
world's largest manufacturing base. For many ordinary Americans, buying affordable 
and competitive consumer goods from China is still the primary choice. The US- 
imposed restrictions and anti-China policy measures might have the power to change 
the direction of US trade with China, but they cannot free the entire supply chain 
from Chinese influence. 

The approach taken by the American government only promotes the transship- 
ment of Chinese goods through third countries, while at the same time deepening 
the trade relationship between China and the transshipment countries (e.g. Vietnam 
and Mexico), making the global supply chain more complex and dangerous. Conse- 
quently, the global supply chains have become more complex and costly under the 
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US's pursuit of de-risking and de-link strategy, whereas China's influence has not 
been shaken. 

Second, China's push for globalisation via the BRI platform is intended to facil- 
itate Chinese outbound foreign investment and its pursuit of better returns on its 
investment. China has since 2008 been transformed from a key destination of inward 
foreign investment to a major global investor. Chinese construction companies have 
become engaged in infrastructure projects throughout the region and beyond. Mean- 
while, the Chinese central and local governments have for the past two decades 
encouraged the Chinese firms to "go out" by investing abroad and to become globally 
competitive. Chinese companies and business people are cutting deals and looking 
for commercial opportunities the world over. 

Many Chinese state-owned firms and private firms have become globally compet- 
itive, and adopted a "go global" strategy to gain market access and expand their 
business overseas. For example, Sinopec and PetroChina, two state-owned oil giants 
in China, achieved foreign sales of US$126 billion and US$123 billion, respectively, 
in 2021. Foreign sales accounted for 27% and 34% of Sinopec and PetroChina's 
respective total sales. The private-owned Chinese tech firms are also expanding their 
business abroad. For example, Huawei's foreign sales amounted to US$25 billion, 
accounting for 65% of the firm's total sales in 2021. Meanwhile, Lenovo’s foreign 
sales reached US$19 billion and accounted for 57% of its total sales revenue (See 
Table 2.1). 

Third, China's push for economic globalisation is intended to sustain its domestic 
economic growth and tackle the problem of excessive production overcapacity that 
afflicts many of its domestic industries. After nearly three decades of fast economic 
growth, China's economy has slowed down substantially for the past several years. 
The Chinese government therefore views the BRI as a new engine to boost its flagging 
economy and gain market access for Chinese companies in the BRI countries. 

China's ongoing industrial transformation and economic restructuring from an 
export-led economy to one driven more by domestic investment and demands is 
an encouraging sign for the promotion of global economic rebalancing and offers 
potential to guide economic globalisation along a more inclusive and sustainable 
path. 

Fourth, China's drive for economic globalisation is intended to meet the huge 
energy demand at home that has accompanied domestic industrial and economic 
development, and rapid urbanisation. To meet this growing domestic energy demand 
and diversify energy supply, China must use the BRI to improve energy facilities and 
other forms of infrastructure connectivity, which will involve establishing strategic 
partnerships in both upstream and downstream energy projects with participating 
countries. This goal can only be pursued through continuing the trend of free trade 
and economic globalisation. 

Expanding its global trade and growing economic ties with the BRI coun- 
tries will increase China's global economic reach. BRI implementation and the 
signing of Regional Comprehensive Economic Partnership agreement (RCEP) both 
demonstrate China's dedication to promoting closer regional and global economic 
integration as the means to accelerate the trend of economic globalisation. 
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Table 2.1 Foreign sales of selected Chinese firms 


Company Foreign | Percentage of | Ownership Headquarters | Sector 
sales total sales 
(US$ (%) 
billion) 
Sinopec 126 27 State-owned Beijing Energy 
(APA) 
PetroChina | 123 34 State-owned Beijing Energy 
LAT) 
CNOOC 15 33 State-owned Beijing Energy 
(Gi KSA ) 
Haier 7 25 Private-owned | Qingdao Household appliance 
GEEK HI) 
Alibaba 1 12 Private-owned | Hangzhou Internet 
GEGE 
Huawei 25 65 Private-owned | Shenzhen Telecommunication 
CEK) equipment 
Lenovo 19 57 Private-owned | Beijing Telecommunication 
KEREN 
ZTE 6 53 State-owned Shenzhen Telecommunication 
PARM) equipment 
Sany 2 30 Private-owned | Changsha Diggers 
( RAD 


Source Respective companies; the author’s own estimation 


China has emerged as the largest merchandise trading nation. China’s share in 
world merchandise exports increased from 5.9% in 2003 to 15.5% in 2021 (Table 2.2). 
Meanwhile, China’s share of world merchandise imports had jumped to 12.2% in 
2021, compared to the corresponding figure of 5.4% in 2003 (Table 2.3). Admission 
to the WTO has helped to open up the Chinese domestic economy and allowed China 
to become a key global manufacturing hub, by leveraging on its supply of cheap but 
skilled labour and low production costs. 

In contrast, other major trading nations’ shares in world merchandise exports have 
been decreasing for the past decades. For example, the United States’ share in world 
merchandise exports had dropped to 8.1% in 2021, compared to the corresponding 
figure of 12.6% in 1993. In addition, Germany’s share in world merchandise exports 
had decreased to 7.5% in 2021 from 10.2% in 2003 and Japan’s share had fallen to 
3.5% in 2021, from 9.8% in 1993. 

Through the boom in trade, China has achieved rapid economic growth based on 
its strong manufacturing and exporting capability. This has resulted in China’s rise 
to become the world's second-largest economy and the largest trading nation. 

There has been much media fanfare that other countries, such as Vietnam and 
India, could potentially replace China as the world's next manufacturing base and 
export hub, particularly since India has overtaken China to become the world's most 
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Table 2.2 World merchandise exports by region and selected major economies (percentage) 


Region/Country 1948 |1953 | 1963 |1973 | 1983 |1993 | 2003 | 2015 2021 
World (US$ 59 84 157 579 1838 | 3688 | 7382 | 15,985 | 21,678 
billion) 

World 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 
North America 28.1 | 248 {19.9 |17.3 |16.8 /|179 |15.8 | 14.4 12.7 
United States of 21.6 |146 143 |12.2 {11.2 |12.6 /|98 9.4 8.1 
America 

South and Central | 11.3 | 9.7 6.4 4.3 4.5 3.0 3.1 34 3.3 
America and the 

Caribbean 

Europe 35. [39.4 |47.8 509 |43.5 |45.3 |462 1373 36.9 
Germany 1.4 5.3 9.3 11.7 |92 10.3 |102 /83 7.5 
Netherlands 2.0 3.0 3.6 4.7 3.5 3.8 4.0 3.5 3.9 
France 3.4 4.8 5.2 6.3 5.2 6.0 5.3 3.2 2.7 
United Kingdom |11.3 |9.0 7.8 5.1 5.0 4.9 4.2 2.9 2.2 
Africa 7.3 6.5 5.7 4.8 4.5 2.5 24 24 2.6 
Middle East 2.0 2.7 3.2 4.1 6.7 3.5 4.1 5:9 5.3 
Asia 140 |13.4 |12.5 /|149 |19.1 /|260 126. | 34.2 36.3 
China 0.9 1.2 1.3 1.0 1.2 2.5 5.9 14.2 15.5 
Japan 0.4 1.5 3:5 6.4 8.0 9.8 6.4 3.9 3.5 
India 22 1.3 1.0 0.5 0.5 0.6 0.8 1.7 1.8 
Six East Asian 3.4 3.0 2.5 3.6 5.8 9.6 9.6 9.9 9.9 


traders 


Note The Six East Asian traders include Hong Kong SAR, Malaysia, Republic of Korea, Singapore, 


Taiwan, China and Thailand 


Source World Trade Organization (2022) 


populous nation in 2023 and has a huge reserve of young people. However, compared 
to the corresponding figure of 15.5% for China, India’s share in world merchandise 
exports was only 1.8% in 2021 (Table 2.2). 

Given China’s efficient transport and logistics network, its well-established 
upstream and downstream industrial network and status as the hub of the global 
supply chain, India will be unable to knock China off its perch as the world’s main 
manufacturing hub in the foreseeable future. 
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Table 2.3 World merchandise imports by region and selected major economies (percentage) 
Region/Country 1948 |1953 | 1963 | 1973 |1983 |1993 |2003 | 2015 2021 


World (US$ 62 | 85 164 |594 |1883 |3805 | 7599 | 16,299 | 22,034 
billion) 
World 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 


North America 18.5 |20. |16.1 |172 /18.5 |21.3 | 22.7 | 19.3 18.0 


United States of 13.0 | 13.9 11.4 |124 | 14.3 15.9 | 17.1 14.2 13.3 
America 


South and Central | 10.4 | 8.3 6.0 44 3.9 3.3 2.5 3.8 3.4 
America and the 


Caribbean 

Europe 45.3 |43.7 520 153.33 |44.1 |44.5 |446 | 36.2 36.4 
Germany 2.2 4.5 8.0 9.2 8.1 9.0 8.0 6.4 6.4 
Netherlands 134 |110 |85 6.5 5.3 5.5 3:5 3.1 3.4 
France 5.5 4.9 5.3 6.4 5.6 5.7 5.2 3.5 3.2 
United Kingdom | 3.4 3.3 4.4 4.8 3.3 3.3 5.2 3.8 3.1 
Africa 8.1 7.0 5.2 3.9 4.6 2.6 2.2 3.4 2.9 
Middle East 1.7 2.2 2.3 2.7 6.2 3.3 2.8 4.3 3.9 
Asia 13.9 |15.1 |141 /|149 |18.5 123.5 123.8 | 30.8 33.4 
China 0.6 1.6 0.9 0.9 1.1 2.7 54 10.3 12.2 
Japan 1.1 2.8 4.1 6.5 6.7 6.4 5.0 4.0 3.5 
India 2.3 1.4 1.5 0.5 0.7 0.6 1.0 2.4 2.6 


Six East Asian 3.5 3.7 3.2 3.9 6.1 102 | 8.7 9.1 9.4 
traders 


Note The Six East Asian traders include Hong Kong SAR, Malaysia, Republic of Korea, Singapore, 
Taiwan, China and Thailand 
Source World Trade Organization (2022) 


2.3 Infrastructure Development and Connectivity 
in the BRI Countries 


Infrastructure connectivity plays a crucial role in bridging different areas and regions 
and enabling them to reap the full socioeconomic benefits of economic coopera- 
tion and globalisation. Geographical economic theories suggest that long distance 
between two locations increases transport costs, which then negatively impacts 
on bilateral trade flows (e.g. Brakman et al. 2001; Overman et al. 2003). Modern 
infrastructure facilities are regarded as an important factor in accelerating economic 
growth. Sapir's paper (1990) on South Korea illustrates how public investment in 
infrastructure construction helped this country to transition from a poor nation to a 
developed country. 

Conversely, infrastructure underdevelopment can deter firms from investing in 
landlocked countries and impede these countries’ economic growth. Hence, high 
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transportation costs act as a key barrier to the growth of trade flows and local 
industrial and economic take-off. Infrastructure development not only is the key 
to unleashing untapped trade and economic growth potential, but also it lays the 
foundation for economic globalisation by allowing the multinational corporations to 
source resources and set up manufacturing assembling plants across different nations 
based on their comparative advantages and resource endowments. 

Geographical economic theorists have produced a number of studies identi- 
fying the contribution of transportation improvements in increasing bilateral trade 
and mutual investment (e.g. Redding and Venables 2001; Yu 2011; Amiti and 
Javorcik 2008). As demonstrated from the Chinese case, infrastructure investment 
also helps to promote regional economic integration through redistribution of indus- 
trial and economic activities (Qin 2016). Drawing on its own development expe- 
rience, China believes that enhancing interregional connectivity, and in particular 
transport development, will boost regional economic growth and promote closer 
regional integration. 

Physical infrastructure connectivity has hard and soft components, which both 
contribute to realisation of efficient and smooth flow of goods, service, capital, tech- 
nology and people. Hard infrastructure refers to a comprehensive network of express- 
Ways, railroads, ports, airport, power plants, energy supply, and electricity infras- 
tructure and ICT adoption (information and communications technology), while soft 
infrastructure refers to institutional quality, trade facilitation mechanisms, efficient 
and speedy custom procedures, and border controls. Hard and soft infrastructure are 
thus both vital to effectiveness and reliability of regional connectivity. As Brooks' 
study (2016, p. 191) emphasises: 


The competitiveness of each country's production depends on the other countries in a produc- 
tion network as well as on the efficiency of the trading links among them. They thus have 
a strong incentive to cooperate with each other, particularly on improving physical and soft 
infrastructure to reduce the costs of trading between them. 


Infrastructure underdevelopment and poor connectivity are daunting challenges 
that are faced by many BRI countries. Due to domestic economic and fiscal 
constraints, and the shortage of external channels for infrastructure funding, many 
BRI countries are ranked poorly on global infrastructure competitiveness (see 
the global infrastructure competitiveness rankings of the selected BRI countries 
in Table 2.4) in terms of transport and utility infrastructure, as well as ICT 
communication infrastructure. 

As shown in the Global Competitiveness Index published by the World Economic 
Forum, while Singapore has world-class infrastructure, many BRI countries score 
very poorly on international infrastructure performance, including Angola, Demo- 
cratic Republic of Congo, Kenya, Tanzania, Nepal, Pakistan, Bangladesh, Kyrgyz 
Republic, Vietnam, Cambodia and the Philippines. 

In relation to infrastructure connectivity, these countries are facing the serious 
challenges of inadequate and inefficient highways and railroads, outdated or uncom- 
pleted seaport and airport facilities, as well as lack of cross-regional road and railroad 
links or a reliable power supply. These difficulties have impeded the growth of trade 
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Table 2.4 Global ranking of infrastructure competitiveness of the selected BRI countries (Rank/ 
141 countries/economies) 


Country Overall rank on 1. Transport 2 Utility 3 ICT adoption 
infrastructure infrastructure infrastructure 
Angola 126 116 129 123 
Argentina 68 78 57 68 
Bangladesh 114 100 113 108 
Brunei 58 TI 45 26 
Darussalam 
Cambodia 106 96 107 71 
China 36 24 65 18 
Congo 140 138 139 138 
Democratic 
Republic 
Egypt 52 44 64 106 
Ethiopia 123 121 120 137 
Greece 37 39 35 52 
Hungary 27 30 29 54 
Indonesia 72 55 89 72 
Tran 80 82 76 84 
Kazakhstan 67 73 60 44 
Kenya 110 81 115 116 
Kuwait 66 79 52 37 
Kyrgyz 103 129 88 65 
Republic 
Laos 93 87 97 102 
Malaysia 35 29 51 33 
Mongolia 101 119 91 96 
Nepal 112 91 116 109 
New Zealand | 46 57 30 21 
Nigeria 130 130 124 118 
Pakistan 105 69 114 131 
Philippines 96 102 96 88 
Peru 88 97 79 98 
Russia 50 49 50 22 
Serbia 51 46 54 TI 
Singapore 1 1 5 5 
South Africa 69 45 92 89 
Sri Lanka 61 50 82 107 
Tajikistan 91 111 80 121 


(continued) 
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Table 2.4 (continued) 


Country Overall rank on 1. Transport 2 Utility 3 ICT adoption 
infrastructure infrastructure infrastructure 

Tanzania 121 110 122 133 

Thailand 71 53 90 62 

Vietnam T] 66 87 41 

Saudi Arabia 34 34 47 38 


Notes (1) The transport infrastructure index comprises the following eight elements: road connec- 
tivity, quality of road infrastructure, railroad density, efficiency of train services, airport connec- 
tivity, efficiency of air transport services, liner shipping connectivity and efficiency of seaport 
services. (2) The utility infrastructure index comprises the following four components: electricity 
access % of population, electricity supply quality % of output, exposure to unsafe drinking water 
% of population, and reliability of water supply. (3) The ICT adoption index uses the following 
measures: mobile-cellular telephone subscriptions per 100 population, mobile-broadband subscrip- 
tions per 100 population, fixed-broadband Internet subscriptions per 100 population, fibre Internet 
subscriptions per 100 population, and Internet users as % of adult population 

Source World Economic Forum (2019) 


flows across countries and stunted local economic growth potential. The BRI coun- 
tries urgently need external financing to accelerate domestic and regional infrastruc- 
ture construction. As estimated by the Asian Development Bank (2017), Asia and the 
Pacific countries will require over US$26.1 trillion for climate-adjusted infrastructure 
development up to 2030, with average annual investment of US$1.74 trillion. 

From the soft infrastructure aspect, the BRI countries are almost all located in 
regions with underdevelopment of soft infrastructure in terms of border compliance, 
as reflected in relatively long waiting times to export and high cost to export. The 
World Bank's “Doing Business Archive" records the time and cost (excluding tariffs) 
associated with three sets of procedures, including documentary compliance, border 
compliance and domestic transport, within the overall process of importing and 
exporting a shipment of goods. 

Compared to the corresponding figures for the OECD high-income countries, 
scores for East Asia and the Pacific, Central Asia, South Asia, Latin America & 
Caribbean, Middle East and African regions on trading across borders were much 
lower. This is an indication of underdevelopment of soft infrastructure facilities. In 
terms of cost and time to export, Sub-Saharan Africa's scores were almost twice as 
high as those of the OCED countries (Table 2.5). The OECD economies came out 
quite well on simplification of custom procedures and compliance with export and 
import requirements compared to regions which have high concentrations of low- 
income and developing countries. In South Asia, the Middle East, and Africa, much 
improvement is still needed in relation to port efficiency and elimination of red-tape 
bureaucracy in customs clearance. 

For the BRI countries, enhancing connectivity by improving both hard and soft 
infrastructure issue is the key determinant for unleashing full growth potential and 
pursuing industrial take-off. However, this constitutes the most difficult part as it 
requires enormous amounts of long-term investment. Given that many BRI countries 
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Table 2.5 Trading across borders scores by region 


Region Trading across Time to export: border Cost to export: border 
borders score compliance (hours) compliance (US$) 


71.6 57.5 381.1 
87.3 16.1 150.0 


East Asia and Pacific 


Europe and Central 
Asia 


Latin America and 69.1 55.3 516.3 
Caribbean 

Middle East and North | 61.8 52.5 441.8 
Africa 


OCED high-income 
countries 


South Asia 
Sub-Saharan Africa 


94.3 12.7 136.8 


65.3 53.4 310.6 
53.6 97.1 603.1 


Note The ranking of regions on the ease of trading across borders is determined by their scores for 
trading across borders. These are the average scores for border compliance on imports and exports. 
The data collection was completed in May 2019. The scores are presented on a scale between 0 and 
100, where 0 represents the lowest and 100 represents the best performance 

Source The World Bank May (2019) 


remain among the world's least developed countries, they have to source different 
channels to meet their huge infrastructure financing needs, including government 
budgets, regional cooperation funds, commercial banks, private investment in the 
form of public-private partnerships (PPP), and multilateral development institutions 
and capital market initiatives. 

In his remarks at the 19th ASEAN plus Three Summit held in Vientiane in 
September 2016, Li Keqiang, China's then Premier, reaffirmed that: “China will 
work with other parties to make full use of such financing platforms as the AIIB and 
the Silk Road Fund to secure greater financial support for connectivity projects in 
Asia, especially in ASEAN countries" (State Council of the People's Republic of 
China 2016). China has provided huge investment abroad for BRI-affiliated infras- 
tructure projects since 2013. According to the Chinese official data released by the 
Ministry of Commerce, the stock of Chinese direct investment in the BRI countries 
between 2013 and 2022 was worth US$177.2 billion. 

Meanwhile, the American Enterprise Institute's "Worldwide Chinese investments 
& construction" data from 2013 to 2022 estimated that the Chinese BRI-related 
investments and contracts were worth as much as US$369.1 billion. Regardless 
of the discrepancy between these two sets of figures, they both report enormous 
BRI-related capital investment in infrastructure financing and construction which is 
an indication of China's emergence as a significant player in global infrastructure 
industry. 
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2.4 Limitations of China's Push for Economic Globalisation 


The success of China's efforts to drive forward globalisation remains a matter for 
conjecture, as taking on a leadership role in the new wave of economic globalisation 
is no easy task. China's power has its limits, and it may not be able to replace the 
West in leading globalisation in the short term. The United States combined with 
Europe and Japan still account for over half of the world's merchandise trade, far 
exceeding China's contribution. The West is still the world's primary and dominant 
market for trading merchandised goods. Hence, it is not feasible for China to steer 
and maintain the dynamism of global trade and economic globalisation on its own. 

In addition, China still has a long way to go in promoting the open economy at 
home. Although Chinese leaders have publicly committed to further opening up of 
the Chinese economy and industries to foreign investment, the reality indicates quite 
the opposite. The domestic economic reforms on critical areas have been sluggish 
and without any real breakthrough for the past decade. 

The reform of state-owned enterprises in China is such a case in point. For 
example, despite the Chinese government's rhetoric, since 2013, reform of the state- 
owned enterprises (SOEs) has been disappointingly slow. Due to the lack of real 
progress, much of the once-held optimism at home and abroad has faded. Aims to 
increase competition and promote better market access for the private sector, as well 
as to raise corporate efficiency and profit-making capacity, are yet to be realised. It is 
largely business as usual for the SOEs, as they continue to enjoy privileged treatment 
in terms of exclusive market access, market protection, bank credit and state policies. 

The situation on protection of SOEs' privileges has hardly changed, and there has 
been little sign of the SOEs retreating from the non-strategic and competitive sectors 
as pledged by the Chinese authority in 2013. Yu (2019) points out that the increasing 
encroachment of the state through its creation of larger and more powerful SOEs is 
antithetical to the Chinese authority's commitment to deregulation and development 
of a market-based competitive domestic economy. 

The dominance of SOEs in the Chinese economy has strengthened, despite the 
nation's implementation of “reform and opening up" and promotion of the market 
economy since the late 1970s (Yu 2014). Far from being in retreat, the state is 
marching in and the market is retreating. The inadequacy of the SOE reform process 
appears to contradict the state's proclaimed commitment to deregulation and devel- 
opment of a market-based competitive economy in China by allowing “the market 
to play a decisive role”. Despite the private entrepreneurial sector being the key 
to unleashing China’s economic potential, the state sector is still seen by the CCP 
as crucial to maintaining its domestic economic, political and social control. The 
ongoing SOE reforms under President Xi Jinping are seen as causing conflict with 
the market-oriented direction of development and reform in China to which the 
Chinese authority has expressed commitment, and as perpetuating the blockade on 
fair and genuine competition between the state and non-state sectors. 

Powerful vested interests within the state sector and central ministries, such 
as the State-owned Assets Supervision and Administration Commission of China 
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(SASAC), have resisted any reform proposals that might reduce their dominance of 
the Chinese economy. In September 2015, the Central Committee of the Chinese 
Communist Party (CCP) and State Council of China jointly issued the "Guiding 
Opinion on Deepening Reform of the State-Owned Enterprises" document (termed 
the Plan hereafter). In this Plan, the Chinese government outlined many ambitious and 
bold measures for SOE reform, including the retreat of the SOEs from the compet- 
itive sectors such as the real estate industry (The State-owned Assets Supervision 
and Administration Commission of China 2015). Nevertheless, the powerful state 
conglomerates only paid lip service to this latest round of state reform plans and 
there is no sign of SOEs retreating from the real estate sector. 

China has to take bold actions to reform its SOEs, in order to introduce more 
competition and set a level playing field for state and non-state sectors. Its strict 
regulations and rules need to be eased in order to allow domestic and foreign private 
investors greater access to strategic industrial sectors ranging from petrochemicals, 
resources, telecommunications and infrastructure to public utilities and other service 
industries. The existing laws and regulations have impeded or prevented entry of 
private investors into many strategic market sectors by limiting their access to bank 
loans, state funds and favourable state policies. 

Concrete actions taken so far contradict the CCP's stated commitment to allow 
broader participation of private companies in the domestic economy and reduce 
government interference. This wave of state-directed SOE reforms may claim to be 
market-driven, but in practice it reflects the Chinese leaders' determination to retain 
the state sector's dominance over domestic industries and increasingly to use the 
SOEs as a powerful instrument for achieving the various political and social goals 
of the Party-state (Yu 2019). 

China has long been criticised for forcing foreign companies to transfer techno- 
logical know-how to their Chinese counterparts in exchange for greater access to 
the Chinese market. This strategy has restricted the involvement of foreign compa- 
nies and foreign technologies in the domestic markets. Many foreign countries have 
also accused China of adopting “an aggressive mercantilist policy" on trade through 
offering unfair subsidies to its SOEs to undermine competitors and thereby restricting 
foreign access to a wide range of domestic industries. 

Domestic and foreign private enterprises have increasingly complained of the 
adverse effects of the tightening of the regulatory and investment environment in 
the Chinese market over the last decade. The deterioration in market conditions has 
indeed either swallowed up or squeezed out many domestic and foreign privately 
owned companies. 

Thus, the SOEs present a test of the willingness of the Chinese leader to implement 
a genuine market-oriented reform agenda that increases access for private compa- 
nies to domestic industries. Moreover, China can only claim a leadership role in 
championing globalisation by fulfilling its commitment to opening up the domestic 
economy. 
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2.5 TheSystemic Risks of Globalisation and Call 
for National Resilience 


Today, people, goods, money and services can easily cross-national borders, which 
also facilitates the cross-border spread of viruses and global epidemics of infectious 
diseases. China was the country where the COVID-19 pandemic first broke out, and 
it quickly spread beyond China's borders. The coronavirus pandemic has highlighted 
further the risks and vulnerabilities of globalisation. 

As of writing this chapter, the global pandemic has caused 7 million deaths, and 
many more could have been uncounted in the least developed countries. Billions in 
economic output and millions of jobs have been lost due to the severe impacts of the 
pandemic, which has changed the world forever. 

Goldin and Mariathasan (2015) point out in his coauthored book, “The Butterfly 
Defect: How Globalization Creates Systemic Risks, and What to Do About It", that 
globalisation brings not only economic development opportunities, but also sudden 
and significant systemic risks, including infectious diseases, financial crises and 
terrorism. Goldin analysed that the impact of the crisis will sweep the world in a 
nonlinear, unpredictable way. His predictions are undoubtedly forward-looking in 
terms of the significant systemic risk effects of the COVID-19 pandemic that are 
sweeping the world. 

In the context of globalisation, the public health challenges faced by citizens are 
not limited to the domestic environment but may also come from abroad. Therefore, 
atthe early stages of an outbreak of an infectious disease in a country, it is essential to 
alert the international community immediately. One important lesson learnt from the 
global COVID-19 pandemic is that individual countries must also take precautionary 
measures quickly to effectively block the cross-border spread of the virus. 

Cutting off the cross-border spread of the virus is the most effective measure to 
stop the global spread of infectious diseases. If measures to prevent and control the 
spread of the virus are not put in place in a timely manner, the infectious disease 
disaster in one country is very likely to evolve into a global public health disaster, 
affecting every country and everyone. 

The international community live in an era of globalisation characterised by inter- 
connection, while, unfortunately, there are no global governance systems or insti- 
tutions in place that can deal with such fast-changing emergencies. A sound global 
governance system is needed to facilitate economic integration among countries 
while, at the same time, a regulatory system is required to prevent and mitigate the 
major systemic risks brought by globalisation. However, despite being the multilat- 
eral organisation leading global public health throughout the world, the World Health 
Organization (WHO) has insufficient human, financial and technical resources. The 
WHO is not tasked with coordinating national responses or providing technical 
support to lead the fight against global spread of a pandemic. Indeed, the onset of 
the COVID-19 pandemic has highlighted the weak leadership of such international 
organisations. 
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Therefore, in the face of infectious disease pandemics, the resilience of sovereign 
states has become particularly important. The COVID-19 pandemic will prompt 
countries to rethink and comprehensively assess the benefits and risks of globalisa- 
tion. If it is unconstrained and lacks safeguards to manage risks, is it in the interest of 
all countries, especially poor countries with weak resilience, to continue with glob- 
alisation, characterised by interconnectivity? Can the economic and trade gains of 
globalisation offset the potential systemic risks? How can countries pursue economic 
growth and efficiency while protecting the health of their own citizens? Globalisation 
advocates the removal of restrictions on the movement of people across borders and 
the opening of borders. But in the absence of effective regulatory safeguards, this is 
not a viable approach and can exacerbate the global spread of viruses. 

The pandemic has made us realise the fragility of globalisation, and that globali- 
sation is not as solid and irreversible as imagined. It is an indisputable fact that both 
states and international organisations lack awareness of the negative effects of glob- 
alisation and underestimate the major risks it poses. The pandemic will eventually 
pass. However, the COVID-19 pandemic will permanently change the landscape of 
globalisation. After the pandemic, the process of globalisation will slow down, and 
the "era of national sovereign economy" may prevail again. 

Globalisation promotes competition and efficiency, but ignores individual national 
resilience. When infectious disease pandemics arrive, countries with less resilience, 
especially those with weak public health systems, find that their public health 
systems are overwhelmed by a sudden flood of patients. The once-in-a-century global 
pandemic has tested the resilience of every country, in relation to its public healthcare 
system, economic stability, administrative system efficiency, manufacturing capacity 
and social cohesion. 

In order to curb the spread of the virus, countries announced various lockdown 
measures: banning foreigners, vehicles, ships and planes from entering the country. 
The global situation under the pandemic was called the “Great Lockdown" by the 
International Monetary Fund (2020). The three-year-long coronavirus pandemic had 
forced governments to adopt policies of “unilateralism and isolationism” in order to 
protect themselves. This is a reality of globalisation in the twenty-first century, and 
it has also presented a great irony since the pandemic brought back to a globalised 
world the prototype of a "closed and self-contained" society. Many countries not only 
adopted closed-door measures one after another, but also acted separately. Some 
countries even competed with each other for limited medical supplies, food and 
industrial resources. 

Apart from making empty promises and broad vision statements, international 
organisations, including the United Nations, have failed to come up with a mean- 
ingful global response plan. In the era of globalisation, the international commu- 
nity's expectation of countries to cooperate with each other to deal with crises has 
become nothing more than a beautiful fairy tale. Major powers such as China and 
the United States have accused each other of scolding the others while shirking their 
own responsibilities during the pandemic. 

While mankind is facing a global public health crisis, unfortunately, international 
organisations such as the United Nations and major countries have not shown the 
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global leadership or international coordination needed to fight emergencies such as 
a pandemic. The world has never been more uncertain than it is today, and anxiety 
and fear are enveloping humanity. 


2.6 The Era of Globalisation Calls for a New Type 
of Global Governance System 


The pandemic has highlighted the huge risks arising from the facilitation of cross- 
border movement of people, and the global governance and regulatory systems lag 
far behind globalisation characterised by interconnection. Globalisation in this form 
is uncontrolled and unsustainable; hence, the pandemic may prove a turning point in 
that *anti-globalisation" may become the mainstream voice. 

However, it should be emphasised that in the twenty-first century it would be 
impossible and misguided to return to an era of self-isolation. The globalisation of 
interconnection has brought opportunities for economic growth and industrialisation 
in developing countries and has also helped to eradicate poverty in these countries. 
Insularity will only limit trade and investment, impede the proper functioning of 
economies and industries, push more people into poverty, and even lead to war. 
During the G20 Leaders' Virtual Summit held in March 2020, Singapore's Prime 
Minister Lee Hsien Loong argued: 


Naturally, countries will now want more safeguards against the risks of globalization, and 
to strengthen national capabilities to reduce dependence on others. Stronger assurances of 
supply chain reliability and safer human mobility will be needed. A more hard-headed, prag- 
matic internationalism may arise. But we should resist the urge to turn inwards and discard 
globalization completely, because autarky will result in a poorer world for all. The pandemic 
is proof of our interdependence, not an indictment of globalization. (Prime Minister's Office 
Singapore 2020) 


A virus does not respect borders, neither does it discriminate on the basis of 
race, region or country. Countries in the “global village" era must find ways to 
strengthen cooperation, unite to fight the pandemic, and stabilise the world economic 
situation. The international community must also take concerted and firm measures 
to gradually address the risks posed by globalisation. In future, countries throughout 
the world should not only pursue economic growth and industrial efficiency through 
globalisation, but also the globalisation of the future must strike an effective balance 
between achieving economic growth potential and maintaining national economic 
security. 
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Chapter 3 R) 
China-ASEAN Cooperation Under get 
the BRI 


3.1 Southeast Asia and ASEAN 


Southeast Asia has historically been a loose, pluralistic and non-uniform region that 
has never had a single name or a single geographical identity. Different people of the 
region have different perceptions and different interpretations. People across South- 
east Asia have only ascribed the term “Southeast Asia” to the part of the region they 
understand or are interested in and have never identified with the whole. According 
to the historian Wang Gungwu (2021), “Southeast Asia” today, as a geographical 
whole, is a concept defined by British colonisers to separate this region from China 
and India and protect British interests in this former colony. As he claims: 


The name Southeast Asia was originally absent in history, and the name originated from 
World War II, when the British used Southeast Asia as the code name of the war zone in this 
region. After that, it became customary in the international community to become the new 
region of Southeast Asia in their minds, so Southeast Asia was a geographical area concept 
that only existed after World War II. 


Southeast Asia is a highly differentiated region, as reflected in the diversity of 
topography and geomorphology; geographically, about one-third of Southeast Asia 
is continental, and two-thirds are islands. Geographically and topographically, Asso- 
ciation of Southeast Asian Nations (ASEAN) member countries can be divided into 
continental (Laos, Cambodia, Myanmar, Thailand, Vietnam) and maritime countries 
(Indonesia, Philippines, Singapore, Malaysia, Brunei). 

Southeast Asia has both mainland and island characteristics, and different 
geographical conditions have nurtured different ethnic groups, cultures, languages, 
lifestyles and religious traditions in what is a highly diverse region. For example, the 
Thai culture is based on Buddhist culture. Buddhism was introduced to Thailand from 
India in the third century BC. In the mid-thirteenth century, after the establishment of 
the Sukhothai Kingdom, in order to establish a culture compatible with political inde- 
pendence, Ramakhanhen not only unified the written language, but also vigorously 
promoted Buddhism, introduced Theravada Buddhism, as transformed by Ceylon, 
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and combined it with the original religion, which quickly spread across Thailand. 
Today, 95% of the country's people follow Buddhism, in a “country of yellow-robed 
Buddhas". Buddhism therefore influences many aspects of society, politics, culture 
and daily life in Thailand. 

In addition, the countries in Southeast Asia vary greatly in their level of develop- 
ment, politically, economically and socially. On the one hand, this diversity reflects 
the huge development potential of this region. On the other hand, it reflects the 
difficulty of governing ASEAN and the great challenges facing its development. 

While the ASEAN is a political concept, its establishment will strengthen the 
overall identity and political independence of the countries and peoples of the South- 
east Asia region. Bordered by the Pacific Ocean to the east and the Indian Ocean to 
the south, ASEAN is at the crossroads between Asia, Oceania, the Pacific Ocean and 
the Indian Ocean. ASEAN member countries guard the Strait of Malacca, which is 
the world's busiest shipping route and therefore of great strategic importance to the 
region. 

Before the founding of ASEAN, Southeast Asia was in turmoil, its countries 
stricken by domestic and interregional conflicts. For example, in 1963, the former 
Federation of Malaya joined forces with former British colonies Singapore, Sabah 
and Sarawak to form Malaysia. This was opposed by Indonesia based on claims 
of British neo-imperialism, while the Philippines opposed it due to a dispute over 
the sovereignty of Sabah. Even within the Federation of Malaysia, the situation 
was unstable, intensified by racial contradictions between the Chinese and Malays. 
Tensions between the federal government of Malaysia and the state government of 
Singapore reached a peak in 1965, leading to Singapore being expelled from Malaysia 
by the federal government in August 1965 and having to seek independence. 

In August 1967, Indonesia, Thailand, Singapore, the Philippines and Malaysia 
jointly issued the “Declaration on the Establishment of the Association of Southeast 
Asian Nations" in Bangkok, Thailand, officially announcing the establishment of 
ASEAN. Brunei then joined in 1984, Vietnam in 1995, Laos in 1997, Myanmar in 
1997 and Cambodia in 1999. ASEAN is now an influential regional organisation with 
ten member countries (Please see Map 3.1 for geographical location). In 2022, the 
ASEAN Leaders' Summit expressed "agreement in principle" to admit Timor-Leste 
as its newest member, granting it observer status and allowing it to participate in all 
ASEAN meetings. Hence, the ASEAN could soon have 11 full member countries. 

Based on accession date, ASEAN members can be divided according to the first 
six ASEAN countries (Indonesia, Thailand, Singapore, the Philippines, Malaysia 
and Brunei) and the new four member countries (Vietnam, Laos, Cambodia and 
Myanmar). The differences among the ASEAN countries, between the continental 
and maritime, or the first six member countries and the four new countries, are not 
only conceptual, but also reflected in differences in their economic development 
level, foreign policy, stance on regional economic and trade agreements, geopolitics 
and regional free trade. 

Through ASEAN, as a political organisation, the ten member countries collec- 
tively exercise power based on consensus, to determine the destiny of Southeast 
Asia, find their own place in the great power competition, and strive to maximise the 
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Map 3.1 Location of the ASEAN countries 


region’s development while minimising geopolitical risks. The unity of the Southeast 
Asian countries is key to their taking control of their own destiny and avoiding being 
forced into the sphere of influence of major powers. The economies of ASEAN’s 
member countries are small and single they have no say in the international arena. 

Only when acting as a unified whole can ASEAN have the strength to influence 
international affairs. The basic idea adhered to by the Southeast Asian countries is that 
in this complex globalised economy, small countries cannot survive independently, 
and must be unified, at least in some aspects, to speak with a common voice, to have 
the right to speak and fight for international living space, which was the starting point 
of their contract. “The ASEAN Charter", which was signed in Singapore in November 
2007, is ASEAN's first universally legal and binding document since its establishment 
in 1967 and needs to be adhered to by all member countries. This Charter, which 
came into force in December 2008, sets out the direction and objectives for building 
the ASEAN Community. The strength of the ASEAN community lies in it being 
able as a whole to exert its influence in the international arena. 

Building the ASEAN Economic Community requires creating a unified market 
within the ASEAN and a competitive region that is integrated into the global economy 
and industrial chains. The ASEAN Economic Community will also help its members 
achieve more balanced development and narrow the development gaps between the 
different countries. 

The establishment of ASEAN heralded the countries of the Southeast Asian 
region's intent to become capable of determining their own destiny and finding their 
place and room for manoeuvre among the major powers. Based on geopolitical rela- 
tions and establishment of various regional dialogue mechanisms such as “10 + 1”, 
“10 + 3" and “10 + 6", ASEAN has become an important force, capable not only 
of influencing but also taking a lead in regional and international affairs. 
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Southeast Asia's countries have experienced rapid economic growth in recent 
years, and it has become one of the world's fastest-growing regions. Across the 
ten ASEAN countries as a whole, the economic growth rate has averaged 5.7% 
per year over the past two decades. Regarding the less developed economies of 
ASEAN (including Vietnam, Laos, Cambodia and Myanmar), the annual economic 
growth rate has been even more prominent in the past two decades, reaching an 
average of 7.8%. ASEAN’s economic strength and regional influence cannot be 
underestimated, since the ten ASEAN member states occupy a total area of about 
4.44 million square kilometres and have a population of about 650 million. Moreover, 
ASEAN has a young population and a large and growing middle class. 


3.2 China's Relations with ASEAN: From the Past 
to Present 


The Southeast Asian countries are China's immediate neighbours. China and South- 
east Asia are connected by land and sea and lie within the East Asian region. China's 
Yunnan Province and Guangxi are bordered by Laos, Vietnam and Myanmar. The 
4900-km-long Mekong River flows through five ASEAN countries: China, Laos, 
Myanmar, Thailand, Cambodia and Vietnam. In addition, China and some ASEAN 
countries are adjacent to the South China Sea. China's southbound sea passage to the 
Indian Ocean, the South Pacific region, Europe and Africa is through Southeast Asia. 
The ASEAN countries’ geographical proximity to China makes it keen to develop 
strong ties with these countries. Given its geographical proximity, Southeast Asia 
will always be important to China. 

China has along history of interaction with Southeast Asia. The ancient Silk Road, 
Zheng He's voyage to Southeast Asia during the Ming Dynasty, and the historically 
tributary systems (Annam, Sumatra, Java, Siam, etc.) all contributed to forging links 
between this region and China. Meanwhile, due to its vast geographical and popula- 
tion size, as well as its economic prowess and military might, China has always been 
impossible for its smaller Southeast Asian neighbours to ignore. 

The Chinese authorities describe Southeast Asia as an important commercial hub 
along the maritime Silk Road route, with an indispensable role in expanding China's 
external trade with the outside world. In the past, China sold its silk, and porcelain 
products to this region in exchange for foreign commodities. In the early fifteenth 
century, under the command of Admiral Zheng He, the Ming emperor dispatched a 
series of naval expeditions and treasure ships to foreign countries, reaching as far as 
the South China Sea, Indian Ocean and the African continent (Waugh 2010; Page 
2013). Hence, the trade links between China and its neighbouring littoral states in 
the region can be traced back to ancient times. 

However, the Chinese government's version of the significance of Zheng He's 
voyages to the Southeast Asia during the Ming Dynasty should be treated with caution 
as it contains some myths. Zheng He's main mission was not to promote trade and 
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build friendly relations with countries and regions along the route, but instead to 
demonstrate China's sea power and the formidable imperial rule of Emperor Yongle 
(Wang 1970). 

In fact, most of the maritime trade across the Silk Road routes was not initiated by 
the Chinese, and imperial China's trade with the Southeast Asian littoral states was 
limited, as was its maritime prowess. The historian Wang Gungwu's studies (2008; 
2009) show that expansion of the Chinese empire had been consistently landwards 
and Chinese rulers were consistently passive about forging maritime contact with 
the outside world, despite sporadic maritime trade links with Southeast Asian ports 
during Emperor Yongle's era. After his death, his successors showed little interest in 
maritime trade with the outside world. The Dutch and Portuguese played an impor- 
tant role in maritime trade with Southeast Asia along the Silk Road, while by the 
eighteenth century the British had started to play a dominant role in the maritime 
routes in the region. 

In 1991, China and ASEAN formally established dialogue relations. In July 1991, 
then Chinese Foreign Minister Qian Qichen attended the 24th ASEAN Foreign Minis- 
ters' Meeting, which was a diplomatic move by China to try to break its isolation 
and economic blockade by the West and also to mark the opening of a new chapter in 
China-ASEAN relations. In 1996, China became a comprehensive dialogue partner 
of ASEAN. In 2003, China took the lead in signing the "Treaty of Amity and Coop- 
eration in Southeast Asia" with ASEAN and a bilateral strategic partnership was 
established. 

The bilateral cooperation between China and ASEAN has breadth, depth and 
intensity. China and ASEAN are each other's most important economic and trade 
partners. China was the first foreign country with which the ASEAN established a 
strategic partnership, and the China-ASEAN Free Trade Area is also the first bilateral 
free trade area established by ASEAN. Cooperation between China and ASEAN 
countries includes bilateral cooperation at the national level as well as multilateral 
and subregional cooperation. 

Comprehensive cooperation between China and ASEAN has become well- 
established. China has been proactively participating in the multilateral coopera- 
tion mechanisms, which are initiated or organised by the ASEAN since the 1991. 
Major bilateral cooperation mechanisms include the China-ASEAN Summit (“10 + 
]" cooperation mechanism), China-ASEAN Free Trade Area, China-ASEAN Expo, 
the BRI and China-ASEAN maritime cooperation mechanism. In addition, China has 
made efforts to forge strong bilateral ties with individual ASEAN countries over the 
years. Under the framework of multilateral cooperation, China and Southeast Asian 
countries have also established multilevel, all-field and institutionalised bilateral 
cooperation in fields such as diplomacy, economy and trade, health, tourism, cultural 
exchanges, military, law enforcement agencies, infrastructure and water resources 
management. 

Since China is one of the world's largest consumer markets, ASEAN countries 
expect greater market access and to expand their business operations and investment 
space in China. In terms of breadth and depth, China's economic ties with ASEAN 
are stronger today than ever before. The rise of China, leveraged on its position as 
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the world's second-largest economy and the largest trading nation, has exerted a 
powerful pull on the ASEAN economies. China is among the most important trade, 
investment and economic partners for all Southeast Asian countries. Meanwhile, 
due to the increasing importance of ASEAN to its foreign policy interests, China is 
keen to deepen its political, economic and people-to-people ties with the ASEAN 
countries. 

China accounts for over 1896 of the global economy. It is also the world's 
largest buyer of resources since it needs resources to achieve sustainable economic 
growth and industrial development and has insufficient resources of its own to 
meet demand. However, ASEAN is rich in energy and other mineral resources. 
For example, some ASEAN countries are among the world's leading producers of 
natural rubber. According to the International Rubber Research Organization, the 
global total natural rubber production in 2019 was 13.76 million tonnes, and Thai- 
land, Indonesia and Vietnam were the world's top three natural rubber producers, 
accounting for 5.09 million tonnes, 3.16 million tonnes and 1.23 million tonnes, 
respectively. China is the world's largest consumer of natural rubber, accounting for 
40% of global natural rubber consumption. Moreover, China's natural rubber imports 
account for 7596 of its total domestic consumption. 

China has also become one of the important foreign investors in ASEAN. ASEAN 
countries have huge potential in the consumer market and steady economic growth. 
The middle-class population in the region is expanding and the population is relatively 
young and energetic. As a result, the regionis attracting more and more attention from 
Chinese companies and other multinational companies. China's direct investment in 
ASEAN countries increased from US$2.06 billion in 2009 to US$13.02 billion in 
2019, with Singapore, Indonesia and Vietnam attracting the most Chinese investment, 
amounting to US$4.82 billion, US$2.22 billion and US$1.64 billion, respectively, in 
2019 (See Table 3.1). 

As of the end of December 2019, the stock of two-way investment between China 
and ASEAN was US$236.9 billion. China had invested a total of US$113.3 billion 
in ASEAN, while ASEAN’s cumulative investment in China was US$124.6 billion. 
Chinese enterprises and business people are very active in Southeast Asia, and 
Chinese companies are involved in many large-scale infrastructure construction 
projects in the region. Imports from China also play an important role in the South- 
east Asian countries’ domestic consumption. “Made in China” products range from 
consumer goods and food, household appliances, to high-end train locomotives, 
smartphones and telecommunication equipment. 

The ASEAN is accelerating its internal economic integration and building a 
unified regional market to achieve the free flow of goods, services, people, investment 
and technology. These efforts will inevitably bring new business opportunities for 
Chinese companies and increase direct investment in ASEAN. Many Chinese enter- 
prises, such as Huawei, ZTE, TCL, Midea, and BYD, have already set up factories and 
regional headquarters in Southeast Asia. Improvements in interregional connectivity 
infrastructure, as well as reductions in non-tariff barriers brought about by the imple- 
mentation of the Regional Comprehensive Partnership (RCEP) from January 2022, 
and additional measures to enhance trade and investment facilitation will encourage 


3.2 China's Relations with ASEAN: From the Past to Present 49 


Table 3.1 China's FDI in ASEAN, 2009-2019 (in US$100 million) 

Country 2009 | 2010 |2011 | 2012 | 2013 | 2014 |2015 |2016 |2017 | 2018 | 2019 

Singapore | 10.49 | 6.99 | 54.66 | 59.70 | 25.08 | 41.67 | 39.91 | 43.71 | 66.80 | 37.61 | 48.25 
Indonesia | 3.59 |3.53 |2.15 | 3.35 |5.91 | 10.68 | 3.23 | 3.54 | 19.94 | 21.42] 22.23 
Vietnam 1.431 |1.15 |3.82 | 1.90 |9.48 | 2.09 | 3.81 | 9.69 | 8.52 10.77 | 16.48 
Laos 0.36 |0.45 |2.78 |N/A |N/A |6.14 |6.65 |7.10 |13.13 |10.45 | 11.49 
Cambodia |0.97 |1.27 |1.79 |3.67 |2.86 |5.54 |5.37 | 5.01 |6.18 7.98 7.46 
Thailand |1.69 |6.33 |0.21 5.98 |9.39 2.38 |10.72 | 0.07 6.62| 13.71 


2.21 


Philippines | — 0 = — 0.06 |0.46 |0.59 |0.17 |0.29 1.98 | — 0.04 
0.03 0.04 | 0.01 
Malaysia | — = = 0.33 | 0.94 | 3.02 | 3.23 | 14.07 | 15.88 1.77 | 11.09 


1.21 |0.06 |0.15 
Myanmar | 3.70 |15.21/6.70 | 4.80 | 7.90 |0.71 |0.52 | 2.05 | 5.54 0.75 | — 0.42 
Brunei 0 0 0 0 0 0 0 0 0 0.02 | — 0.04 
Total 20.67 | 33.87 | 71.92 | 79.72 | 42.84 | 68.10 | 65.69 | 96.06 | 136.35 | 99.37 | 130.21 


Source ASEAN Secretariat database 


Chinese companies to further expand their direct investment in Southeast Asian 
countries. 

In 2022, China’s leading electric vehicle company, BYD announced that it will 
set up an electric vehicle factory in Thailand, which is expected to reach an annual 
production capacity of 150,000 electric vehicles in 2024 to supply the market in 
Thailand and other ASEAN countries. The Thailand plant will be BYD’s first elec- 
tric vehicle manufacturing plant in Southeast Asia and the company’s first passenger 
car plant overseas. Based on its optimism about the foundations of Thailand’s local 
auto industry, rich human resources and technical reserves, BYD is targeting Thai- 
land’s new energy vehicle market and also values the export potential of Thai- 
land’s auto industry. BYD’s investment is not only conducive to the development 
of Thailand’s new energy vehicle industry and strengthening Thailand’s position as 
a Southeast Asian automobile manufacturing hub, but also helping Chinese enter- 
prises to benefit from relevant technological advantages, increase foreign investment 
and expand ASEAN’s market opportunities, thereby helping to deepen cooperation 
between China and ASEAN in the field of manufacturing. 

Thailand has traditionally been the largest automobile manufacturing centre and 
car sales market in Southeast Asia. With the new trend towards developing green new 
energy vehicles and the growth of the global new energy vehicle market, the Thai 
government has issued support policies for the production and sale of green energy 
vehicles, to boost production to 30% (or 750,000 vehicles) of the total domestic 
automobile production by 2030, develop Thailand as an important new energy vehicle 
market centre in Southeast Asia and also to build a mature supply chain system. 
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In the face of the global trend of renewable energy transition and the rapid 
rise of electric vehicles in recent years, Thailand, as a major automobile manu- 
facturing centre in Southeast Asia, is seeking new investment to achieve sustainable 
development and diversification of the automotive industry. 

Thailand has consequently become one of the most active countries in the whole 
of Southeast Asia in terms of electrification transition. It is not only embracing new 
energy, as represented by pure electric vehicles, at the local market level, but also 
vigorously driving this transformation through policies, including battery production 
and other industrial chains. In addition, the Thai government's policy incentives 
cover the production and sales of electric vehicles, including tax breaks, subsidies, 
supporting facilities construction, etc., to attract foreign car companies to invest in 
Thailand and improve local consumption power. 

Chinese car companies, such as BYD and Great Wall, have entered the Southeast 
Asian market, which is geographically close to China, has lower labour and land costs, 
and where preferential state policies are in place, such as tax reduction subsidies and 
tariff exemptions. Hence, many Chinese carmakers choose to buy factories or build 
manufacturing plants locally. 


3.3 China-ASEAN Free Trade Area 


The China-ASEAN Free Trade Area (CAFTA) covers about 2.04 billion people, 
accounting for 26.8% of the global population. The CAFTA has a combined economy 
of over US$23 trillion, accounting for about 2096 of the global economy. China and 
the ASEAN countries have their own industrial structures, strong industrial comple- 
mentarity and obvious advantages that offer great potential for bilateral production 
capacity cooperation. China and ASEAN have reached a bilateral free trade area 
agreement to make it easier for domestic enterprises to enter each other's markets as 
a result of significantly reduced tariffs. 

The CAFTA promotes bilateral trade and investment exchanges and also enables 
the two sides to participate more closely and play stronger roles in the regional 
industrial supply chain. Under the framework of the bilateral free trade area, more 
than 9096 of the goods and products now have zero tariffs, which has effectively 
reduced the cost of the trade system, making it easier to allocate production factors 
across the region and achieve efficiency improvement. 

ASEAN is an export-oriented economy that is highly dependent on foreign trade 
and investment. The establishment of the CAFTA will help ASEAN countries expand 
exports of advantageous products (such as agricultural products, resources and elec- 
tronic products) to the Chinese market. It will also help Chinese companies export 
electronic products and machinery to ASEAN countries at a lower cost. China's share 
of ASEAN countries’ total exports increased from 11.4% in 2012 to 16.4% in 2021. 
For example, China is Vietnam's largest export market for agricultural and aquatic 
products and aquatic exports to China account for more than 1696 of Vietnam's total 
seafood exports. Growth in the Chinese population's consumption power has led to 
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huge demand for imported seafood in China. Hence, the Chinese market is one of 
the main drivers of development of the aquaculture industry globally, as well as in 
Vietnam. 

Accelerated industrialisation and urbanisation are taking place in many ASEAN 
countries. These countries have a huge need for external capital, technology and 
talent. China, on the other hand, has surplus capital and other advantages in many 
industrial sectors. Under the framework of the China-ASEAN Free Trade Area, there 
is room for complementarity between the industries of China and ASEAN countries. 

The establishment of the CAFTA in 2010 led to rapid growth in the scale of 
bilateral trade. Since 2009, China has maintained its position as ASEAN’s largest 
trading partner. Since 2020, ASEAN has been China's largest trading partner, and 
ASEAN is also China's second-largest source of foreign investment. The COVID-19 
pandemic has not affected bilateral trade and the ASEAN has maintained its position 
as China's largest trading partner, with bilateral economic and trade ties becoming 
even closer during the COVID years. 

China is actively promoting trade liberalisation and seeking to reach free trade 
agreements with more countries/regions, with the aim of expanding its share in 
regional markets and global trade. This was the original intention of China's promo- 
tion of the FTA with ASEAN and its participation in the RCEP. China's domestic 
economy will benefit under the framework of the bilateral free trade area through 
Chinese enterprises being able to expand their overseas business space and find new 
markets for China's exports of goods and services. Meanwhile, close economic and 
trade ties with ASEAN based on bilateral free trade areas will also help China expand 
its geostrategic space and strengthen its influence on regional integration. 

Trade between China and ASEAN countries has a deep historical foundation, 
and the two sides have developed close economic and trade partnerships with 
breadth, depth and resilience. Since the implementation of the CAFTA, bilateral trade 
increased from US$41.6 billion in 2001 to US$970 billion in 2022 (Table 3.2), during 
which time bilateral trade increased by more than 23 times. China has remained 
ASEAN's largest trading partner for 13 consecutive years, and ASEAN has remained 
China's largest trading partner for three consecutive years. In particular, in 2022, the 
bilateral trade total was US$970 billion, but it bucked the trend and increased by 
5.796 during the pandemic years, with ASEAN accounting for 1596 of China's total 
foreign trade. 

Nevertheless, there are several increasingly acute problems and complex chal- 
lenges facing economic and trade cooperation between China and ASEAN countries. 
First, China and some ASEAN countries have similar industrial structures and similar 
export destinations, so they still compete fiercely in overseas export markets. There 
are high levels of overlap in the structure of China and some ASEAN countries’ 
export commodities, causing homogeneity in competition. In the industrial sectors 
where competition is intense, the impact on China is relatively small (about 12.8%), 
as China's industrial structure is more diversified, while 4096 of the total exports of 
ASEAN countries come from these sectors. 

China and ASEAN both have fast-developing emerging economies, dependent 
on export trade, and located at the middle and low end of the value chain/supply 
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Table 3.2 China-ASEAN bilateral trade, 1991-2022 (in US$100 million) 


Year | Total trade | China's exports to ASEAN | China imports from ASEAN | Balance of trade 
1991 84.0 44.6 39.4 5:2 
1992 | 90.8 46.7 44.1 2.6 
1993 | 116.4 53.4 63.0 — 9.6 
1994 | 143.3 71.6 71.7 — 0.1 
1995 | 203.7 104.7 99.0 5.7 
1996 | 211.6 103.1 108.5 —54 
1997 | 251.6 127.0 124.6 24 
1998 | 231.0 110.3 120.7 — 10.4 
1999 | 270.4 121.7 148.7 — 27.0 
2000 | 395.2 173.4 221.8 — 48.4 
2001 | 416.2 183.9 232.3 — 48.4 
2002 | 547.7 235.7 312.0 — 16.3 
2003 | 782.5 309.3 473.3 — 164.0 
2004 | 1058.8 429.0 629.8 — 200.8 
2005 | 1303.7 553.7 750.9 — 196.3 
2006 | 1608.4 713.1 895.3 — 182.2 
2007 | 2025.5 941.8 1083.7 — 141.9 
2008 | 2311.2 1141.4 1169.7 — 28.3 
2009 | 2130.1 1062.9 1067.1 — 4.2 
2010 | 2927.8 1382.2 1545.6 — 163.4 
2011 | 3630.8 1700.7 1930.2 — 229.5 
2012 | 4000.9 2042.7 1958.2 84.5 
2013 | 4436.0 2440.4 2003.4 437.0 
2014 | 4803.9 2720.7 2083.2 637.5 
2015 | 4721.6 2777.0 1944.6 832.4 
2016 | 4518.0 2555.7 1962.2 593.5 
2017 | 5147.7 2790.7 2356.9 433.8 
2018 | 5878.7 3192.4 2686.3 506.1 
2019 | 6414.6 3594.2 2820.4 7713.8 
2020 | 6845.9 3837.2 3008.7 828.5 
2021 | 8782.0 4836.9 3945.1 891.8 
2022 | 9700.0 5600.0 4100.0 1500.0 


Source China Customs; Ministry of Commerce of China 
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chain under economic globalisation. Due to the high degree of similarity in their 
export commodities and export markets, competition in terms of export commodi- 
ties and export destinations is inevitable. For example, China competes with Vietnam, 
Cambodia, Indonesia and Laos in the textile and garment industries and with Vietnam 
in wood manufacturing, leather and footwear. However, due to China's rising produc- 
tion costs and industrial transfer strategy, ASEAN has become increasingly compet- 
itive in low-end labour-intensive manufacturing based on lower production costs, 
cheap labour and natural resource advantages. Competition between China and 
ASEAN in this area is slowing down. 

Nevertheless, industrial competition between China and ASEAN also exists in 
industries such as electronic information, automobile manufacturing, petrochemical, 
machinery and equipment manufacturing, and office equipment manufacturing, with 
medium- and high-end added value. As China accelerates its industrial upgrading, the 
degree of competition between the two sides in these industrial fields has increased. 
For example, China and Vietnam compete in the electronics industry and smartphone 
manufacturing, while China competes with Thailand and Malaysia in the field of 
automobile manufacturing. 

China's competitive advantage lies in its large number of skilled and hardworking 
industrial workers, improved transportation and power infrastructure, upstream and 
downstream supporting supply chains, stable domestic political situation and huge 
consumer market. Since the launch of the CAFTA, Chinese-made goods have had a 
greater impact on the home markets of ASEAN countries, especially Vietnam, the 
Philippines and Indonesia, because of their relatively low cost and scale advantages. 
The influx of large numbers of Chinese-made goods into the markets of ASEAN 
countries has caused great pressure on local enterprises, resulting in bankruptcy due 
to the inability to compete and rising unemployment among local workers. 

Second, many ASEAN countries, such as Vietnam, the Philippines, Indonesia 
and Thailand, have widening trade deficits with China. This is not conducive to the 
sustainable development of bilateral economic and trade cooperation in the long run. 
Especially since the implementation of the CAFTA in 2010, with the expansion of 
bilateral trade, there has been much faster growth in China's exports to ASEAN 
than in imports from ASEAN, resulting in ASEAN going from surplus to deficit in 
bilateral trade, which has expanded year by year. China's trade surplus with ASEAN 
soared from US$8.45 billion in 2012 to US$150 billion in 2022 (see Table 3.2). 

ASEAN’s bilateral trade with China was already in deficit before the signing 
of the CAFTA agreement, but since the CAFTA came to enforcement in 2010, the 
bilateral trade imbalance between China and ASEAN has gradually expanded. China 
has transitioned from being a trade deficit country to a surplus country. The widening 
of the trade deficit, which reached a new high in 2022, will ultimately be detrimental 
to industrialisation of ASEAN countries. 

The main reasons for the imbalance between trade between China and ASEAN 
are, first, the Chinese goods are more cost-effective to produce and are able to meet the 
current consumption needs of ASEAN people. Second, in ASEAN countries there is 
great demand for intermediate products produced in China, which are processed and 
assembled in ASEAN and sold to developed markets in Europe and the United States. 
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Third, regarding institutional factors, the Chinese market is not open enough, and 
strict market access thresholds restrict ASEAN products from entering the Chinese 
market. This uneven playing field has exacerbated the trade imbalance. 

These three factors have led to bilateral trade imbalances in China's favour that 
will intensify bilateral economic and trade frictions between China and ASEAN. 
This huge trade deficit is the biggest obstacle to further development of bilateral 
economic and trade relations and cooperation between the two sides. 

However, as China's economic transformation and industrial upgrading accel- 
erate, some of the low-value-added manufacturing industries will be transferred to 
ASEAN countries with relatively low production costs, which will drive Chinese 
investment in ASEAN and provide new opportunities for industrial development in 
the ASEAN countries. In addition, updating and expanding the content and scope 
of the CAFTA Agreement, to improve interregional connectivity and transporta- 
tion infrastructure, as well as to reduce non-tariff barriers and introduce more trade 
and investment facilitation measures will enable Chinese enterprises to expand their 
direct investment in ASEAN. At the same time, ASEAN is accelerating internal 
economic integration and building a large regional unified market to achieve the free 
flow of goods, services, people, investment and technology. These efforts are bound 
to increase the need for investment in infrastructure and other industries. This will 
bring new business opportunities for Chinese companies and direct investment in 
ASEAN. 

In November 2021, China and ASEAN held a summit commemorating the 30th 
anniversary of the establishment of dialogue relations. Chinese President Xi Jinping 
has proposed the development of a China-ASEAN Free Trade Area Version 3.0 
to further enhance investment liberalisation and facilitation and expand bilateral 
cooperation in new fields such as digital economy. 


3.4 The Impacts of China-US Rivalry on ASEAN 


Southeast Asia is open for business, and it has developed multiple external links. 
The economic and trade development of Southeast Asian countries can, however, 
be easily affected by external factors. The situation regarding the United States is 
the most important external variable affecting the development of China-Southeast 
Asian relations, and the spillover effects of the great Sino-US power competition are 
increasingly affecting bilateral relations. 

The Sino-US trade war has impacted regional and even global supply chains/ 
industrial chains. The Sino-US trade dispute has so far had a polarising impact on 
Southeast Asian countries. The impact of the Sino-US trade war will depend on the 
industrial development levels of the different ASEAN countries and their respective 
positions in the regional/global industrial chain. 

Due to the rise in China's production costs in recent years, the trend of dispersion 
andrestructuring of regional industrial chains, and the Sino-US trade war, the regional 
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industrial chain has tended to relocate from China, particularly in the case of labour- 
intensive industries. The primary destinations for these labour-intensive industries are 
Southeast Asian countries adjacent to China, especially Vietnam. China’s outward 
direct investment and exports of intermediate semifinished products triggered by 
China’s relocation of industrial chains have become the leading forces driving the 
growth of bilateral trade between China and ASEAN. 

Due to the impact of the Sino-US trade war and the tariffs imposed by the United 
States on Chinese exports, a large number of Chinese enterprises have been driven 
to export Chinese goods to ASEAN countries for simple processing, OEM and 
customs declaration locally, before exporting the finished products to the United 
States. ASEAN developing countries such as Vietnam and Indonesia enjoy low tariff 
treatment in trade with the U.S. under the most-favoured-nation (MFN) agreement. 
This encourages Chinese companies to avoid the high tariffs by obtaining local 
certificates of origin for their products. 

In recent years, the rise in production costs has forced some foreign and Chinese 
companies to transfer their labour-intensive industry and some processing and manu- 
facturing activities to relatively low-cost areas. Southeast Asia, which is geograph- 
ically close to China and has strong economic growth momentum, has become the 
preferred destination for industrial relocation by China. 

Multinational and Chinese companies are increasingly looking to Southeast Asia 
as a new regional manufacturing base. Due to the abundance in natural resources and 
low production costs, Southeast Asian countries are fully equipped to play a more 
important role in the global industrial chain. Taking the Chinese company Xiaomi 
as an example, in order to reduce logistics and transportation costs and improve 
supply efficiency, in 2020, it began construction of a foundry in Vietnam to produce 
smartphones, data transmission equipment and circuit boards, its products being 
mainly supplied to the local market in Vietnam and other ASEAN countries. 

Nevertheless, the industrial chain/supply chain in Southeast Asia is incomplete, 
the supporting industries are incomplete, and for a large number of raw materials and 
intermediate manufactured goods ASEAN is reliant on imports. In contrast, China 
has a complete industrial chain and is one of the few countries in the world engaging 
in all industrial activities in the United Nations Industrial Classification. Based on 
ASEAN’s imperfect supply chain, infrastructure bottlenecks, and insufficient labour, 
it will be difficult in the short term for Southeast Asia to fully accommodate the 
production capacity transferred by China to become the next world factory. 

From the perspective of long-run development, Southeast Asian countries gener- 
ally have a high degree of economic dependence on China and the United States, so 
the Sino-US trade war will inevitably have a negative impact on the economic growth 
of these countries. As World Bank Vice President Mari Elka Pangestu said at the 2019 
Summer Davos Forum: “China and the United States are two fighting elephants, and 
we don’t want to be trampled to death”. She believes that while the Sino-US trade war 
has led to the transfer of production capacity out of China, which seems to benefit 
Southeast Asian countries, the latter are actually being put at long-term risk; the 
order in this region will be dominated in the longer term by the intensifying Sino-US 
competition. 
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3.5 The Belt and Road Initiative in Southeast Asia 


China's grand diplomacy, especially its neighbourhood diplomacy, is strongly 
focused on ASEAN. The ASEAN countries are the core regions for China to promote 
the construction of the Belt and Road Initiative. BRI implementation depends on the 
support and participation of the countries involved, and the ASEAN countries are 
particularly vital to the initiative. 

ASEAN countries are geographically close to China, it was the first region to sign 
an agreement to participate in the joint construction of the BRI, and the ASEAN 
countries, as a group, were founding members of the China-founded Asian Infras- 
tructure Investment Bank. Therefore, Yu (2017b) argues that ASEAN’s response and 
support for the Belt and Road Initiative is an important litmus test for the Initiative's 
success internationally. 

Poor infrastructure and inadequate logistics capacity hinder rapid economic 
growth in many ASEAN countries. According to a study published by the Asian 
Development Bank in 2017, in order to achieve the annual average economic growth 
target of more than 5% and address the challenges posed by climate change, South- 
east Asia alone will need a total of US$2.75 trillion by 2030. The regional countries 
must urgently address the thorny issues of inefficient and insufficient infrastructure 
in order to unleash their economic growth potential. 

To improve local infrastructure, the Southeast Asian countries urgently need 
investment. The ASEAN countries’ governments believe that the BRI will help to 
attract Chinese infrastructure investment and address their infrastructure develop- 
ment needs. Many countries have aligned their development strategies with the BRI, 
such as Indonesia's “Global Marine Fulcrum" development strategy, Cambodia's 
“Four Corners" Strategy, Laos’ “Land-linked Countries" development plan, and 
Vietnam's “Two Corridors and One Circle" development strategy. 

For the developing countries in the ASEAN, infrastructure shortages and inef- 
ficient logistics and transportation are major obstacles to realising their regional 
economic potential through regional integration. Meanwhile, China has demon- 
strated strong international competitiveness in infrastructure construction, equip- 
ment manufacturing, metallurgy, and manufacturing building materials and commu- 
nication equipment. Under the framework of the Belt and Road Initiative, China 
is supporting the construction of the ASEAN Community through development of 
connectivity by providing substantial financing for infrastructure projects, especially 
in the ASEAN’s less developed countries such as Laos and Cambodia. It is, however, 
worth noting that the ASEAN countries collectively had made some headway on 
promoting connectivity even before the launch of the BRI in 2013. For example, the 
regional countries initiated the Master Plan for ASEAN Connectivity back in 2010, 
in pursuit of regional integration. 

By providing loans and setting up special cooperation funds, as well as 
working with multilateral development institutions, including the Asian Develop- 
ment Bank and the Asian Infrastructure Investment Bank, China is stepping up 
efforts to help regional countries improve their infrastructure and logistics and 
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transportation efficiency. Chinese enterprises have provided large-scale overseas 
operations and investments, becoming important players in improving infrastruc- 
ture in Southeast Asia. The China-Laos Railway, Indonesia's Jakarta-Bandung 
High-Speed Railway, Cambodia's Sihanoukville Port Upgrade, and the Phnom 
Penh-Sihanoukville Expressway Project are some large-scale infrastructure projects 
financed and built by China under the BRI in the region. The construction of these 
infrastructure projects is of great significance in terms of strengthening connectivity 
between countries in the region and improving the socio-economic situation and local 
people's livelihoods. Beijing is very keen to see the decline of American hegemony 
and dominance in the Southeast Asia through its push for the BRI. 

BRIimplementation in the region remains on track, despite the impacts generated 
by changes in the regional and geopolitical environment and the global COVID- 
19 pandemic. Among the 358 BRI projects launched in Southeast Asia between 
2013 and 2021, 210 (58.6%) have already been completed. Another 90 projects 
are currently under construction, while 54 projects are in the planning stage. In 
contrast, only four (around 1%) of the projects have been cancelled or terminated. 
The two countries hosting the most BRI projects are Indonesia and Cambodia, with 
63 and 47 projects, respectively. The BRI is expected to have a long-term impact 
on infrastructure development, industrialisation and economic growth in Southeast 
Asia. 

Setting aside for the moment the geostrategic and geoeconomic considerations 
behind China's push for the initiative, there is evidence of the pervasiveness of 
economic benefits derived from the BRI by the ASEAN countries. ASEAN is the 
key region for China's outbound investment under the BRI umbrella. According 
to the “China Global Investment Tracker" statistics, the accumulated value of 
Chinese investments and contracts in the ASEAN under the BRI umbrella rose to 
US$125.26 billion between 2013 and 2022, accounting for 3496 of China's invest- 
ments and contracts under the BRI during the same period. Singapore, Indonesia 
and Malaysia were the three top recipients of Chinese investment in ASEAN coun- 
tries, with US$32.57 billion, US$29.97 billion and US$18.67 billion, respectively 
(Fig. 3.1). 

One of the landmark projects of the BRI in Southeast Asia is the railway 
connecting China and Laos (China-Laos Railway). Laos is surrounded by moun- 
tains and is the only landlocked country in Southeast Asia. For a long time, roads 
have been the main mode of transportation in Laos and the backward transportation 
conditions and high costs have restricted Laos’ domestic economic growth. The first 
railway in Laos was built by France in 1920, is about 7 km long, and connects the 
islands of Dongde and Dong Khong in the South of Laos. From 1983 to 1949, the 
railway was narrow gauge (600/1000 mm) only. Another railway in Laos, funded by 
Thailand in 2009, is located in the border area between Laos and Thailand, and is 
only 3.5 km long. These two railways are incapable of meeting Laos' freight demand. 

The 1035-km China-Laos Railway, funded and built by China, connects Kunming, 
Yunnan Province, China, with Vientiane, the capital of Laos. This railway is also 
connected to China's domestic railway network. The official operation of the China- 
Laos Railway has effectively reduced the logistics and transportation costs in Laos 
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Fig. 3.1 Chinese investments and contracts in ASEAN countries under the BRI umbrella. Source 
American Enterprise Institute (2023) 


and across the border between China and Laos, promoted the development of logistics 
and transportation, commerce and tourism industries along the Laos, and provided 
employment opportunities for many Lao people. 

The Laotian government has endorsed the railway project as part of its national 
strategy to boost infrastructure development and drive economic growth. The railway 
is regarded by the Lao government as the key to Laos’ transformation from a “land- 
locked country" to a “land-linked country" development strategy since it will fully 
exploit Laos' advantageous geographical location between China and the Southeast 
Asian mainland. In December 2021, Chinese President Xi Jinping and Lao President 
Thonglun jointly attended the official opening ceremony of the China-Laos Railway 
online, witnessing the completion and opening of this flagship project of the “Belt 
and Road" in Southeast Asia. 

Since its opening at the end of 2021, the China-Laos Railway had transported 
nearly 3 million tonnes of cross-border goods by February 2023 (National Devel- 
opment and Reform Commission of the People's Republic of China 2023), making 
bilateral trade between China and Laos more convenient and faster, and increasing the 
scale of trade between the two countries. Through this railway, more Chinese prod- 
ucts, such as fertilisers, electronic communication products and auto parts, will be 
exported to Laos. In addition, more advantageous agricultural products from Laos, 
such as rubber, rice and cassava, will be exported to the Chinese market. Cross- 
border passenger transport was opened in April 2023, after the ending of COVID-19 
pandemic restrictions, and the number of passengers transported by the China-Laos 
railway reached 13,310 people in May 2023 alone (Xinhua News 2023). 

According to a study released by the World Bank in 2020, the opening of the 
China-Laos Railway will reduce domestic transportation costs in Laos by 20-40%, 
and cross-border cargo transportation costs between China and Laos by 40-50%. The 
benefits of the railway in terms of improving logistics and transportation efficiency 
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and reducing the time and cost of cargo transportation are becoming increasingly 
apparent. 

The construction ofthe 142-km Jakarta-Bandung High-Speed Railway by Chinese 
companies is another landmark project of the Belt and Road Initiative in Southeast 
Asia. When completed, the Jakarta-Bandung railroad will be the first high-speed 
railway in Indonesia and the entire Southeast Asian region. For a long time, the 
inadequacy of its transportation infrastructure has seriously restricted Indonesia's 
domestic economic development and, therefore, local living standards. Jakarta, the 
capital city and main centre of industry and commerce, has a population of more than 
10 million and is blighted by traffic congestion. It is expected that the opening of the 
Jakarta-Bandung high-speed railway in 2023 will greatly alleviate Jakarta's urban 
traffic congestion problem and generate new growth points in urban service industry 
and business development. The high-speed railway will thus become a symbol of 
Indonesia's rise as an emerging regional power. 

This high-speed railway, from project exploration and design, engineering 
construction, raw material procurement, engineering equipment manufacturing to 
project operation and management, will be entirely based on Chinese standards and 
technical solutions. The Jakarta-Bandung high-speed railway, which will reach an 
operating speed of 350 km/h, marks the first project in which a Chinese company has 
undertaken to build a complete high-speed railway network overseas. The construc- 
tion machinery, rails, rolling stock, communication signals and train operation control 
equipment used in the construction of the railway are all being manufactured and 
produced by Chinese enterprises (Yu 2021). 

Under the framework of the Belt and Road Initiative, China and ASEAN coun- 
tries have cooperated in areas such as modern agriculture, information technology 
industry, infrastructure, energy, finance, logistics, law, accounting, culture and 
tourism, human resources development, environmental protection and public health. 
These areas also provide important business opportunities for Chinese enterprises to 
expand their outbound investment and exports. 

In addition, under China's push for the Digital Silk Road (DSR), China and 
ASEAN countries are also exploring ways to expand cooperation in the field of 
digital economy, especially e-commerce, artificial intelligence, smart city construc- 
tion and cloud computing. Leveraging on its booming digital economy, China seeks to 
create synergy between traditional infrastructure facilities and digital infrastructure 
and technologies (e.g. telecommunication equipment, cloud computing and artificial 
intelligence) under the DSR umbrella. 

China's digital economy! has developed rapidly over the past decade, accounting 
for almost 4096 of GDP in 2020. The number of Chinese netizens has grown to 
989 million. The scale and speed of its 5G telecommunication network are among 
the best in the world, with the total number of 5G terminals reaching over 200 million. 
China's digital economy is focused on data-related industries and technologies, 


! Digital economy refers to the e-commerce platform economy, manufacturing and services related 
to digital devices, application of digital and data technology in non-digital sectors, such as finance 
and agriculture. 
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including e-commerce, smart city, big data, Internet of Things, cloud computing, 
5G telecommunication network and artificial intelligence. 

The ASEAN countries have a total population of 650 million, among whom more 
than 440 million are Internet users with growing demand for various digital services. 
Chinese-made smartphones, such as Huawei, Vivo, Xiaomi, and OPPO, have already 
become popular in many Southeast Asian countries. In 2021, the size of the digital 
economy in the Southeast Asian countries was about US$174 billion and is expected 
to reach $1 trillion by 2030 (Temasek 2021). 

Over the past several years, various ASEAN countries have successively formu- 
lated and implemented blueprints for digital economy development, anticipating 
to accelerate economic restructuring by improving digital connectivity. Examples 
include Singapore's Smart Nation 2025 Plan of 2014, Malaysia's national industry 
4.0 policy framework (2018) and “Digital Malaysia Blueprint" (2021), Indonesia’s 
Indonesia Manufacturing 4.0 Strategy (2018), and Cambodia's Digital Economy and 
Digital Society Policy Framework (2021—2035), proposed in 2021. 

Both China and the ASEAN countries view the digital economy as the focal 
point of future development. There is a great desire for China and ASEAN countries 
to collaborate and cooperate in digital sectors, such as cross-border e-commerce, 
big data, smart cities and artificial intelligence. In 2021, during the commemorative 
summit for the 30th anniversary of the establishment of China-ASEAN dialogue rela- 
tions, the two sides vowed to strengthen cooperation in the field of digital economy 
by exploring the synergy between ASEAN's Master Plan on ASEAN Connectivity 
2025 and China's Belt and Road Initiative. 

Leveraging on its competitive digital economy, Chinese tech firms have targeted 
Southeast Asia as a key market to invest, operate and seek business collaboration 
via investment, partnership with local firms and acquisitions. In many Southeast 
Asian countries, the digital economy is at a nascent stage when compared to China. 
Moreover, there is a huge gap between the more developed member countries (e.g. 
Singapore) and the least developed member countries (e.g. Myanmar, Cambodia 
and Laos) in terms of digital infrastructure. Chinese capital, technology and talents 
could help boost digital economy development in the region. The huge potential 
for expanding the scale and momentum of Southeast Asia's digital economy has 
attracted the attention of Chinese high-tech enterprises, and Chinese companies such 
as Tencent, Alibaba, Huawei and ZTE have moved into Southeast Asian countries. 

It is fair to say that the entire Southeast Asian e-commerce sector has basically 
been wrapped up by Chinese companies. Almost all of the e-commerce giants in the 
region are somehow linked with Chinese e-commerce firms or actually funded by 
Chinese capital, such as Shopee, J& T Express, Lazada, Tokopedia, TikTok, Shein and 
Tmall Global. Shopee's parent company is Donghai Group, and Donghai Group's 
largest shareholder is Tencent. Although Tokopedia was founded by an Indone- 
sian native and its largest shareholder is Japan's SoftBank, its second-largest share- 
holder is Alibaba, and it can also be regarded as Alibaba's e-commerce platform. 
TikTok is a leading social media network dedicated to short-form video, devel- 
oped and owned by the Chinese technology firm ByteDance, and mainly engaged in 
live streaming e-commerce, and Shein's business originated in Guangzhou, China. 
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Founded in 2015, J&T Express is the world's fastest-growing logistics company, in 
operation for 6 years, and in the first quarter of 2021, it was the top-ranked logistics 
service in Southeast Asia. Jitu Express is also widespread across Indonesia, Malaysia, 
Singapore, the Philippines, Thailand, Vietnam, Cambodia and other Southeast Asian 
countries. 

Under the framework of the RCEP, China and Southeast Asian countries can work 
together to strengthen cooperation in the digital economy, especially in the fields of 
e-commerce and mobile payment. In addition, China has formally applied to join 
the Digital Economy Partnership Agreement, which will bring new opportunities 
for China to expand its participation in the development of the digital economy and 
rule-making in the region. 


3.6 Challenges for BRI Implementation in Southeast Asia 


Given the sheer size of the Chinese economy and the scope and coverage of the BRI 
initiative, China could become the dominant force in shaping the future economic 
landscape of Southeast Asia (Yu 2017b). However, although the participating coun- 
tries along the Belt and Road routes welcome the increased investment and infras- 
tructure improvements brought about by the BRI, many countries have doubts about 
China's strategic considerations behind the initiative. 

With the implementation of the initiative, Chinese enterprises are facing increasing 
challenges in carrying out economic and trade activities such as outbound investment, 
mergers and acquisitions, and industrial transfer to overseas markets. Compared with 
2013, when the Belt and Road Initiative was launched, the regional and international 
geopolitical environment facing China is undergoing profound changes (Yu 2019). 
From a geopolitical point of view, despite the close bilateral economic and trade 
cooperation, there is insufficient mutual trust between Southeast Asia and China. On 
the one hand, although Southeast Asian countries believe that the BRI will accelerate 
their infrastructure development, which will improve their economies and people's 
livelihoods, some countries are also concerned about the high cost, low practicality 
and internal corruption linked with the BRI infrastructure projects. 

For example, the Export-Import Bank of China has provided loans of around 
8096 loan for the construction of the China-Laos railway (construction cost estimated 
at around US$5.9 billion). Laos has subsequently experienced a sharp increase in 
external debt which can be attributed to the BRI project. Moreover, China is by far 
its largest sovereign creditor, with Laos’ debt to China accounting for nearly 50% 
of its total debts. Moody's Investors Service, the ratings agency, downgraded Laos's 
credit rating to Caa3, due to the combined factors of high debt burden, poor economic 
management, and insufficient foreign exchange reserves to cover maturing external 
debt. According to Moody's estimation, Laos is on the brink of default (Springfield 
2022). 

It remains to be seen how economically viable the railway will be and how much 
economic benefit it will generate for the Laotian government and Laotian people. 
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The success of the railway will depend on its achievement of smooth and efficient 
customs clearance and timeliness of shipments. In addition, most of the raw materials 
and equipment for the railway's construction will need to be sourced from China, as 
Laos' domestic manufacturing industries lack the capability to supply these. Laos 
also has little experience in building large railway projects on its soil and has very 
few skilled rail engineers and construction workers. 

On the other hand, Southeast Asian countries also have voiced concern that China 
will use the promotion of the Belt and Road Initiative to gain geostrategic advan- 
tages and strengthen its influence in the region. They are concerned that the initiative 
will also pull Southeast Asia into China's development track, and eventually South- 
east Asian countries will lose autonomy over their development. Both maritime and 
mainland Southeast Asian nations have always been aware of an asymmetrical rela- 
tionship that might swing in China's favour. As Womack (2017) argues, compared 
with any single ASEAN country, China has absolute advantages in terms of economic 
strength and national power: 


As the center of Asia, China's status and power put it in an asymmetrical relationship with 
other countries. If not properly controlled, this can also be a source of anxiety and tension 
in other countries. Because of China's unequal size and power with each of its neighbors, 
China is always the less risky party in its bilateral relations with its neighbors and has more 
leverage to use. 


There is concern that Southeast Asia will be drawn into a China-centric form 
of regional integration architecture, weakening the ASEAN’s role in the regional 
integration process. According to the 2021 State of Southeast Asia Survey Report, 
which was released by the ISEAS-Yusof Ishak Institute (2021), more than 45% of 
respondents in Southeast Asia believe that China is a “revisionist country" that intends 
to change the current international order and try to draw Southeast Asia into its sphere 
of influence, especially in Vietnam, the Philippines and Singapore. The report also 
shows that 51.5% of respondents in Southeast Asian countries distrust China more 
than any other major country. The report reflects that the “China threat theory” is 
widespread and has considerable public support in Southeast Asian countries. 

The maritime and territorial disputes in the South China Sea have affected bilateral 
relations between China, and several ASEAN countries, including the Philippines 
and Vietnam. The ASEAN claimant states are alarmed by China’s shift in policy 
and its aggressive stance towards them in the South China Sea disputes. The BRI 
could be seen as a serving China’s aim to project its growing sea power and naval 
capabilities globally. Some scholars (e.g. Crisp 2010) believe that the main purpose 
of the maritime Silk Road proposal is to safeguard China’s maritime trade route along 
the South China Sea which is vital to its importation of energy and resources. 

There have been increased numbers of clashes and confrontations involving 
Chinese coastal guards and fishing boats and coastal guards from the Philippines 
and Vietnam over the past several years. For example, in May 2014, the Philippines 
condemned China’s action on land reclamation to build new facilities on a SCS reef 
that is the subject of a dispute between the two countries (Reuters 2014). On 11 May 
2014, several large-scale rallies and protests took place in Vietnam’s major cities, 
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where people vented their anger over a deepwater oil drilling operation conducted 
by a state-owned Chinese company in disputed waters of the SCS (South China Sea) 
(Wall Street Journal 2014). These protests, which were reportedly the largest anti- 
China protests in Vietnam in recent years, then escalated into rioting and looting, with 
the rioters setting fire to up to 15 foreign business premises in southern Vietnam. 
Some of these companies were even forced to halt production and evacuate their 
employees from Vietnam for safety reasons. The Vietnamese leader accused China's 
oil drilling operation of “dangerous and serious violations" (New York Times 2014). 

China's assertiveness in territorial and maritime disputes in the SCS since 2009 has 
been an alarm bell for many ASEAN countries. All or part of the Paracel/Xisha and 
Spratly/Nansha Islands, as well as their surrounding waters and resources in the SCS, 
are claimed by China, Vietnam, the Philippines, Brunei and Malaysia individually. 
China has massively stepped up its efforts in land reclamation and infrastructure 
construction activities in the SCS in the past few years, and its increasing assertiveness 
in the SCS is a signal to the ASEAN that China will not hesitate to safeguard its 
territorial sovereignty and protect its maritime interests, taking unilateral action if 
necessary (Yu 2017a). The ASEAN countries have consequently become very wary 
of any move made by China in the region. China’s perceived aggressive behaviour 
has not helped its attempts to establish cooperative relations with its neighbours in 
the region. 

From the ASEAN perspective, China’s growing military power is widely 
perceived as a threat to free movement of cargo and a form of deterrence to endorse 
its sovereignty claim over the SCS. As one scholar points out, China’s vast size, huge 
market potential, and growing military capabilities have presented both opportuni- 
ties and threats to the ASEAN (Ho 2001). With the rise of China as a global power, 
these Asian countries are concerned that China will become more aggressive and 
eventually use or threaten to use force to solve its territorial disputes with neigh- 
bouring countries. The neighbouring Asian countries fear that China will reestablish 
the “Chinese empire” by imposing a Sino-centric order and a new tributary system 
in the region, while China views the actions and maritime claims by the Philippines 
and Vietnam in the SCS as a challenge to its territorial integrity and “core interests”. 

The Chinese government has insisted on dealing with SCS territorial disputes with 
the ASEAN member states on an individual bilateral basis and rejected intervention 
by a multilateral ASEAN negotiating framework. Meanwhile, the ASEAN coun- 
tries are cautious about the potential implications of Chinese-financed infrastructure 
projects for their national security. 

Consequently, mutual trust between the ASEAN countries involved and China has 
been eroded. Concern over China’s actions in the South China Sea disputes could 
impede China’s push for the BRI in Southeast Asia, because the development of large- 
scale infrastructure projects under the initiative requires both political commitment 
and strategic trust from the ASEAN governments. 

There is no sign of the South China Sea issue being resolved in the near future, and 
the tensions surrounding the South China Sea are likely to persist and even escalate. It 
is imperative for Chinese authorities to work closely with their ASEAN counterparts 
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to regain mutual trust and manage their disputes peacefully by keeping the lines of 
communication open. 

The construction of dams in the upper reaches of the Mekong River by the Chinese 
enterprises has become another contentious issue between China and the South- 
east Asian countries along the Mekong River. The Chinese-constructed dams have 
impacted negatively on the local environment, water resources and livelihoods of the 
riparian states located lower down the Mekong. 

Lower Mekong countries depend on Mekong water for their agriculture and fish- 
eries development, and the livelihoods of farmers and fishermen along its banks 
depend on Mekong water. In recent years, fish catches in the Mekong basin have 
declined, water use for agricultural irrigation has declined, and climate change has 
brought about rapid changes in water flows. Downstream ASEAN countries see this 
as related to China's new hydropower projects upstream along the coast, where dam 
storage reduces downstream volume. China has built and operated 11 controversial 
hydropower dams in the upper reaches of the Mekong River. From China's point of 
view, the construction of hydropower plants will help to use the abundant hydropower 
resources of the Mekong River basin to generate electricity, thereby alleviating the 
shortage of electricity in China's southwestern provinces like Sichuan and Yunnan. 

However, from the perspective of Southeastern countries located in the lower 
Mekong River basin, China's damming actions are unilateral and self-serving, 
ignoring the water needs of downstream countries, the latter arguing that China's 
construction of hydropower plants in the upper Mekong River basin has reduced 
the amount of water in the basin, resulting in water scarcity, drought, environmental 
damage and depletion of fishery resources in downstream countries. 

In addition, many ASEAN countries are concerned that their economic depen- 
dence on China through the BRI's implementation could cause them eventually to 
lose autonomy over their foreign policy by being forced to adopt pro-China diplo- 
macy. China's political and economic influence loom large in the region and beyond 
through the BRI platform. There is a widely shared perception among the govern- 
ments, academia and media in Southeast Asia that the BRI also carries geopolitical 
implications in terms of China's strengthening military buildup. 

Southeast Asia becoming a privileged sphere of influence for China would be a 
nightmare scenario for the regional countries. Hence, to avoid the emergence of a 
China-centric regional order, the Southeast Asian countries are keen to maintain a 
geostrategic balance among the major powers, without tilting too far towards either 
China or the United States. 

Safeguarding national security by deploying a “balance of power" strategy to keep 
China's growing influence in check has been an indispensable element of Southeast 
Asian nations' relations with China. Maintaining close relations with China under 
the BRI is important for the ASEAN countries and they want to maintain a prag- 
matic approach towards China. Meanwhile, building on relations with other powers 
including the United States, Europe, Japan, India and Australia is equally crucial. 
The “balance of power" hedging strategy is the best option for the ASEAN countries 
to respond to the pressure created by the intensifying China-U.S. rivalry. By adopting 
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this hedging strategy, the Southeast Asian countries are placing their national interests 
above those of either China or the United States. 

To counterbalance China's rising influence, ASEAN countries are looking for 
infrastructure investment from other major powers, for example, Japan's High- 
Quality Infrastructure Development Plan with a value of more than US$100 billion, 
and the Korea-ASEAN Strategic Initiative proposed by the Yoon Suk Yeol admin- 
istration. Both Japanese and Korean construction firms are active in expanding their 
business operations in the lucrative infrastructure sectors of the ASEAN countries. 

Japan and Republic of Korea have paid increasing attention to strengthening their 
relations with the ASEAN countries during recent years. With the implementation 
of the New Southern Policy by then South Korean President Moon Jae-in in 2017, 
Republic of Korea has started to focus on enhancing economic, investment and trade 
cooperation with the ASEAN countries. 

The year 2023 marks the Golden Jubilee of Japan-ASEAN Friendship and Coop- 
eration. The Kishida administration will host the Japan-ASEAN summit with the 
ASEAN countries' leaders in Tokyo in late 2023. Japan's Prime Minister Kishida is 
expected during the summit to renew the Japanese commitment to forge close ties 
with the ASEAN countries and to pledge more ODA (official development assis- 
tance) and grants to support the infrastructure development of the less developed 
Southeast Asian countries. 

Southeast Asia has moved to the forefront in the power rivalry between China and 
the United States, the world's two largest economies and systemic rivals (Shambaugh 
2018, 2020). China is ASEAN’s largest trading partner for merchandised goods. 
According to the "ASEAN Statistical Yearbook 2022", which was published by the 
ASEAM Secretariat, in 2021, China's trade with ASEAN was almost twice higher 
than that with the US. Nevertheless, the United States is the largest foreign investor 
for the ASEAN countries, and the European Union is the second largest. The stock 
of US investment in ASEAN is substantially larger than China's. Both China and the 
United States are competing for influence in ASEAN countries. 

Third, BRI implementation has been weak in terms of compliance with inter- 
nationally recognised standards on such as transparency and opening bidding, and 
labour and environmental protection safeguards. After the completion of many BRI 
projects, the environmental and social impacts are becoming visible. 

Indonesia is rich in laterite nickel ore reserves and production, but its weak infras- 
tructure, backward technology, insufficient talents and engineers are among factors 
that have restricted the development of its local nickel ore processing industry. The 
China Tsingshan Holding Group, whose main business is stainless steel production, 
entered Indonesia in 2009. In October 2013, a contract was signed to start construc- 
tion of the Morowali Park project. While the park's activities will mainly be related 
to infrastructure construction, it will also attract Chinese ferronickel smelting enter- 
prises with complementary industrial chains, which will invest together, share risks 
and develop in groups. According to statistics for 2021, China's Tsingshan Group, 
which mainly relies on nickel ore resources from Indonesia, was ranked among the 
top companies in the world on annual output of stainless-steel crude steel and nickel 
products. 
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Boosted by Chinese investors, Indonesia has become one of the world's major 
stainless-steel producers. Nickel is not only an essential raw material for the manu- 
facture of stainless steel in traditional industries, but also an important component 
of the manufacture of nickel-metal hydride batteries in new energy industries. Since 
2017, Tsingshan has joined up with China Enterprise Huayou Cobalt and Grammy 
to carry out a new energy battery ternary precursor material manufacturing project in 
the two parks of Morowali and Weidabei for the development of the electric vehicle 
industry. These parks currently employ more than 100,000 Indonesian workers, and 
the rapid development of the parks has also boosted the development of commercial 
facilities and surrounding employment, thereby promoting local economic and social 
development. 

The China-Indonesia Industrial Park Castle Peak Park (operational since 2013) 
is located in Morowali District, Central Sulawesi and Castle Peak Weidabe Park 
(operational since 2018) is located in Vida County, North Maluku Province. As 
claimed by China, investment in these industrial parks by Chinese firms has brought 
economic benefits for all parties. On Indonesia's part, its natural resources have been 
effectively utilised and value added, and its manufacturing industry has achieved a 
breakthrough in industrial upgrading. Meanwhile, Chinese enterprises entering the 
park are exempted from the costs of preliminary investigation and research, and the 
nickel ore resources required for production are immediately available. The devel- 
opers of the parks, Tsingshan, also share the rewards deriving from these enterprises' 
development and growth. 

Nevertheless, the critics argue that the Chinese-invested industrial parks in 
Indonesia were to be blamed for causing local environmental pollution and threat- 
ened the health of local Indonesians. A damning investigative report was written 
by Timmerman (2022), titled “The Dirty Road to Clean Energy: how China's electric 
vehicle boom is damaging the environment" found this, 


The report mentioned that due to the global development of new energy vehicles, especially 
China's new energy vehicle industry, the Chinese-funded nickel industry has a dominant 
position in Indonesia, but a number of Chinese-funded nickel industrial parks located in 
Tsingshan Industrial Park (IMIP) in Morowali County, Sulawesi Island and Wakedabe Indus- 
trial Park (IWIP) on Maluku Island have also seriously impacted the local natural and social 
environment, often causing large-scale destruction of ecological vegetation around the park, 
loss of habitat for rich biological species, and dusty roads on the road. A large amount of 
coal was burned in the industrial park, causing respiratory diseases among nearby villagers, 
especially children; It also causes the disappearance of fish in nearby rivers and seas. The 
compensation paid for local land requisition is too low, and ordinary villagers are unable to 
rely on their livelihoods. 


The pollution and human health risks for the locals brought by the industrial 
parks in Indonesia are causing irreversible ecological and public health damage. The 
environmental pollution of Chinese-invested BRI industrial projects in Indonesia has 
triggered local anger and protests, which has put pressure on China to adopt a greener 
approach to BRI implementation. 

Infrastructure projects have long development cycles and high risks due to national 
sovereignty, economic and strategic security implications; therefore, many countries 
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are wary of China's efforts to expand its influence through the Belt and Road Initiative, 
regarding both China's motivations behind the initiative and the debt traps caused 
by borrowing for BRI projects. 

In addition, the COVID-19 pandemic has had a huge impact on the domestic 
economic and financial situation of many developing countries, and, due to financing 
difficulties, construction of some BRI projects cannot continue according to the 
terms of the original contract. According to the Global Economic Prospects report 
released by the International Monetary Fund, 60% of low-income countries and 30% 
of emerging market countries are on or near the point of national debt crises due to 
the impact of the new crown pneumonia epidemic and the world energy crisis caused 
by the conflict between Russia and Ukraine. 

In this context, many BRI developing countries, including the ASEAN countries, 
have experienced severe domestic economic recession, debt crises and social insta- 
bility, while some countries have experienced difficulties in repaying their foreign 
debts, particularly debts owed to China. 
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Chapter 4 (R) 
Vietnam's Mixed Reactions to China ENTE 
and the BRI 


4.1 Overview of the China-Vietnam Economic Relations 


Vietnam is China's largest neighbour in Southeast Asia and has historically been 
deeply influenced by Chinese culture. Vietnam has been implementing the policy of 
"innovation and opening up" since 1986, opening up the market, vigorously attracting 
foreign investment and developing an export-oriented economy. Vietnam's economic 
growth rate has exceeded 7% since the outbreak of the global financial crisis in 2008, 
and among Southeast Asian countries its economic performance is outstanding. 

Vietnam is also one of the most successful countries in Asia in terms of attracting 
foreign investment. Significantly, Vietnam is the only ASEAN economy to continue 
to achieve positive economic growth under the impact of the COVID-19 pandemic. 
Vietnam's economic growth rates in 2020 and 2021 were 2.91% and 2.58%, respec- 
tively. In 2021, while the coronavirus pandemic was raging through the country, 
Vietnam imposed massive lockdowns and factory shutdowns as infection contain- 
ment measures. However, Vietnam's economy still grew by more than 896 in 2022, 
the fastest growth rate in a decade and the highest economic growth rate among 
ASEAN countries. 

The growth of foreign trade has been the main contributor to Vietnam's main- 
tenance of overall economic growth. Vietnam's foreign trade exports reached 
US$371.8 billion in 2022, representing a 10.696 year-on-year increase, while the 
value of imports rose by 26%. Vietnam attracted US$31.1 billion in foreign invest- 
ment in 2021, an increase of 9.296, whereas in 2022, its actual utilisation of foreign 
capital amounted to US$22.4 billion, a year-on-year increase of 13.5%. These data 
show that foreign investors and multinational companies remain optimistic about 
Vietnam's development potential. 

Vietnam has become an investment hotspot. The Republic of Korea is Vietnam's 
largest source of foreign direct investment. By 2022, Korean accumulated investment 
to Vietnam was US$81 billion. To date, 9000 Korean firms are operating in Vietnam, 
including Samsung Electronics, LG and Hyundai. There are currently about 180,000 
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Koreans residing in Vietnam, which has the largest South Korean community in 
Southeast Asia (Kang 2023). 

These Korean firms account for 30% of Vietnam’s total exports and offer 
0.7 million jobs in Vietnam. Vietnam is emerging as a crucial export-oriented produc- 
tion base for the Republic of Korea. In light of the Sino-US strategic competition, 
restructuring of the global supply chain, and its increasing trade deficit with China, 
the Republic of Korea has been keen in recent years to reduce its trade and economic 
dependence on China and to pursue trade and economic diversification strategy. 

As part of their “China + 1” strategy, Korean companies view Vietnam as a 
primary destination to diversify their supply chains outside China and to reduce 
the dependence on China. This has helped to create a boom in Vietnam’s export- 
driven manufacturing industries and presents many opportunities for Korean compa- 
nies. Although China is less competitive than before, it still has well-developed 
infrastructure, efficient logistics and high-quality labour force. 

China has been Vietnam’s largest trading partner since 2004. Moreover, Vietnam’s 
importance in terms of China’s economic and trade relations with Southeast Asia 
continues to rise. Vietnam has surpassed Malaysia as China’s largest trading partner 
in Southeast Asia and become China’s eighth-largest trading partner worldwide. 
The trade volume between the two countries increased by more than 10 times, from 
US$21.4 billion in 2009 to US$230.1 billion in 2021 (Fig. 4.1). 

Vietnam is also an important destination for Chinese enterprises’ investment 
abroad. According to the Chinese official statistics, China’s direct investment to 
Vietnam jumped to US$2.21 billion in 2021 from US$0.31 billion in 2010 (Fig. 4.2). 
Stock of China's accumulated investment in Vietnam exceeded US$11 billion 
between 2010 and 2021, representing the fourth-largest source of foreign investment 
in Vietnam. 
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Fig. 4.1 Bilateral merchandised trade between China and Vietnam. Sources China Customs; 
Ministry of Commerce of People's Republic of China 
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Fig. 4.2 China's outbound investment to Vietnam. Source Ministry of Commerce of People’s 
Republic of China 


China and Vietnam are immediate neighbours and share a long land border of over 
1200 km. The two countries also share the same political system and ideology, both 
being socialist countries led by Communist parties. Vietnam has been able to learn 
from China's development experience while pursuing its own development path. 


4.20 The Belt and Road Initiative in Vietnam 


Vietnam knows it needs Chinese investment in its domestic infrastructure in order to 
achieve industrial take-off and sustained economic growth. According to the World 
Bank's 2019 study, The Economics of the Belt and Road: Opportunities and Risks 
in Transport Corridors, BRI transport projects can expand trade, increase foreign 
investment, and reduce poverty by reducing trade costs. If fully implemented, the 
project could increase global trade by 1.7—6.2% and global real income by 0.7—2.9%. 

From the domestic infrastructure perspective, there is huge demand for invest- 
ment in Vietnam's infrastructure sector. Due to its lack of financial and technological 
strength, Vietnam needs to attract foreign capital and foreign infrastructure enter- 
prises, including Chinese capital and construction firms, to develop the domestic 
infrastructure required to achieve sustainable economic growth. Against this back- 
drop, Vietnam has endorsed and supported the BRI since 2017. In November 2015, 
Chinese President Xi Jinping visited Vietnam for signing of the MOU on promoting 
collaboration and forging synergy between China's BRI and Vietnam's “Two Corri- 
dors, One Belt" strategy. Both leaders are intent on strengthening economic and trade 
cooperation between local provinces of the two countries. 
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For the Chinese, Vietnam is an important node for promotion of China’s Belt 
and Road Initiative. Participation in the BRI will not only help Vietnam attract more 
Chinese investment in the infrastructure sector, but also provide a platform for its 
products to enter the Chinese market more conveniently. Vietnam generally welcomes 
China’s Belt and Road Initiative and is one of the founding members of the China-led 
Asian Infrastructure Investment Bank. 

Nevertheless, Vietnam’s approach on the ground to seeking investment from China 
for domestic infrastructure development has been more cautious than that adopted 
by many other Southeast Asian countries, such as Laos and Cambodia. Although 
the two countries have signed a memorandum of cooperation on the Belt and Road 
Initiative, Vietnam has made no significant progress on advancing the initiative on 
the ground. Except for the Hanoi Metro Line (Cat Linh-Ha Dong) project, no new 
infrastructure projects under the BRI framework are currently under construction. 

The 13 km-long Hanoi Metro Line project was commenced in 2008, but was only 
completed in 2020, with a substantial cost overrun. The considerable length of time 
taken by the China Railway Sixth Group, the Chinese contractor tasked with the 
construction of the Hanoi metro line, to complete the project was due to issues such 
as land reclamation and compensation, construction safety, installation of dispute 
mechanism, funding and the impacts of the COVID-19 pandemic. The case of the 
Hanoi Metro Line project indicates that Vietnam has adopted a cautious, wait-and-see 
attitude towards implementing the Belt and Road Initiative. 

Vietnam’s caution has historical origins as, in the late 1970s, the two coun- 
tries were engaged in a border war. Moreover, China and Vietnam have long had 
disputes over maritime rights and sovereignty in the South China Sea, resulting in 
mutual distrust. Hence, Vietnam has a very defensive attitude towards China, its giant 
neighbour in the North. 

While Vietnam and China enjoy close bilateral economic and trade cooperation, 
there is a trust deficit between the two sides. Given the perceived aggressive behaviour 
of its giant neighbour, Vietnam is constantly reminded of its asymmetric relations 
with China, and that the power imbalance between China and Vietnam could pose a 
threat to its national security and sovereignty. In his book titled “China and Vietnam: 
The Politics of Asymmetry”, Womack (2006) claims: 


One thing that has remained constant in China’s relationship with Vietnam since the unifi- 
cation of the Chinese Empire in 221 BC is that China has been that much larger partner. 
Whether a relationship is hostile, good, or somewhere in between, it is asymmetrical. China 
is a far more important force for Vietnam than Vietnam is for China, and Vietnam has a 
keener understanding of the risks and opportunities presented by Sino-Vietnamese relations. 


Many Vietnamese have a particularly deep memory of China’s ancient tributary 
system. In addition, the dispute between China and Vietnam over sovereignty in the 
South China Sea and China’s very presence in the South China Sea are sensitive 
topics in Vietnam that tend to stir up nationalist sentiment in Vietnam. According 
to the 2020 survey report by the ISEAS-Yusof Ishak Institute (2020) in Singapore, 
43.4% of Vietnamese respondents have no confidence in the fairness or transparency 
of BRI projects, compared to just 1.3% of Vietnamese respondents who are confident 
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about their fairness. According to the 2022 survey by the ISEAS- Yusof Ishak Institute 
(2022), 72.896 of Vietnamese respondents are concerned about China's expanding 
economic influence in the region, and only 27.296 of respondents from Vietnam 
welcomed China's rising economic influence. 

The case of Vietnam is not unique. In fact, negative perceptions over the rise in 
Chinese economic influence are increasing and can be seen in the Philippines and 
Cambodia. Seizing the opportunities presented by the Chinese market and Chinese 
investment is indeed important to promote ASEAN’s economic growth. Nevertheless, 
the coronavirus pandemic has been a wake-up call for ASEAN. From the perspective 
of many people in Southeast Asia, there is a huge risk of transitioning to dependence 
on China and China-centric industrial chains in the pursuit of regional economic 
growth. Attitudes of Southeast Asian countries towards China have hence become 
increasingly complex and cautious. 

Although the BRI will accelerate infrastructure development in Vietnam and 
bring improvements to the economy and people's livelihoods, some Chinese enter- 
prises' investment projects have caused local environmental pollution and ecolog- 
ical damage. Chinese enterprises, rather than paying due attention to environmental 
factors, take advantage of loopholes in the laws and regulations of Vietnam. This has 
led to a negative perception of Chinese enterprises and investment among the elites 
and many ordinary Vietnamese people, which has also affected the development 
of bilateral relations. For example, China's coal-fired power projects use relatively 
energy-efficient technologies that bring considerable environmental benefits to the 
host countries that they might not otherwise be able to afford. While China has intro- 
duced new stringent environmental monitoring standards for domestic power plants, 
these do not apply to projects in overseas countries such as Vietnam. 

Many Vietnamese are concerned that the BRI will also pull Vietnam into China's 
orbit of development, which will eventually cause the country to lose autonomy 
over its development and foreign policy. There is also strongly voiced concern in 
Vietnam that China will use the BRIto gain geostrategic advantages and strengthen its 
influence in the region. In June 2018, the National Assembly of Vietnam deliberated 
on the Law proposed by the government on Special Administrative and Economic 
Units of Phu Quoc, which is intended to attract foreign investment to Vietnam and 
promote domestic economic growth and industrial development. According to the 
draft bill, the Vietnamese government plans to set up three special economic zones in 
the north and south of Phu Quoc Island to attract foreign investors through preferential 
policies such as allowing investors to rent land for 99 years. 

People in several Vietnamese cities have protested against the bill and pointed the 
finger at China. Many people in Vietnam believe that the introduction of this bill will 
facilitate Chinese enterprises to seize Vietnamese land and infringe on Vietnam's 
territorial sovereignty and internal affairs. Due to strong domestic opposition, the 
Vietnamese government was forced to postpone the vote on the bill. Domestic demon- 
strations over the bill reflect deep-seated suspicion and rejection of China among 
Vietnamese citizens. This poses potential risks to the local investment and business 
activities of Chinese enterprises. 
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In exchanges and discussion with Vietnamese scholars, the author formed the 
impression that Vietnamese academia generally believe that China's Belt and Road 
Initiative has strong geostrategic and military significance, and is not merely an 
economic and trade cooperation initiative. Vietnam's biggest concern about the Belt 
and Road Initiative is that the advancement of the Belt and Road Initiative will 
strengthen China's sovereignty claims in the South China Sea and strengthen its 
presence in the region. This is a scenario that Vietnam is desperate to avoid. Mean- 
while, many Vietnamese scholars believe that China's actual operation of the BRI 
lacks transparency, and countries along the route are not clear about whether or how 
to participate. 

There are several acute issues and challenges in the economic and trade coopera- 
tion between China and Vietnam. First, both countries have similar industrial struc- 
tures and similar export destinations in the West, so they compete fiercely in overseas 
export markets. Chinese and Vietnamese firms compete in medium and high value- 
added industries such as the electronics industry and office equipment and smart- 
phone manufacturing, while also competing in many low value-added industries, 
ranging from toys and textiles to clothing and furniture manufacturing. 

China, Vietnam and some other ASEAN countries are fast-developing emerging 
economies, dependent on export trade, and at the middle and low ends of the value 
chain/supply chain under economic globalisation, so there is a high degree of simi- 
larity between the two places in terms of export commodities and export markets, 
and competition in the structure of export commodities and export destinations is 
inevitable. However, amid China's rising production costs and consequent transfer 
of labour-intensive industry, ASEAN countries, such as Vietnam, have been increas- 
ingly competitive in low-end labour-intensive manufacturing based on their lower 
production costs (e.g. land and labour). 

Another outstanding issue between China and Vietnam is the huge bilateral trade 
deficit, which is not conducive to the sustainable development of bilateral economic 
and trade cooperation in the long run. Since the launch of the CAFTA, Chinese-made 
goods have had a greater impact on the original markets of ASEAN countries with 
relatively low cost and scale advantages, especially Vietnam, the Philippines and 
Indonesia. In 2022, ASEAN countries ran up a record US$150 billion in goods trade 
with China. Among the Southeast Asian countries, Vietnam has the largest trade 
deficit with China. 

Vietnam's trade deficit accounts for more than one-third of ASEAN’s total trade 
deficit with China. There are strong voices of dissatisfaction in Vietnam, claiming 
that it has benefited too little from the economic and trade exchanges with China, and 
China is an unfair and unilateral winner. Vietnam's trade deficit with China reached 
a record high of US$45.67 billion in 2021, compared to the corresponding figure of 
US$11.61 billion in 2009. 

China is Vietnam's largest source of imports. Vietnam is reliant on China for 
imports of electronic machinery, industrial equipment, high-tech products and ordi- 
nary consumer goods. Relatively speaking, Vietnam's exports to China still mainly 
comprise agricultural products, timber and other resource products. China is the 
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largest export market for Vietnamese fruits (accounting for about 45% of the export 
share) and the third-largest export market for Vietnamese aquatic products. 

Vietnam has encountered difficulties in gaining access to the Chinese market 
for many of its agricultural and aquatic products, due to the existence of non-tariff 
barriers, including quality inspection. The Chinese market lacks openness regarding 
institutional factors, and strict market access thresholds restrict Vietnamese products 
from entering the Chinese market. 

Meanwhile, Vietnam has huge demand for machinery and electronic information 
goods produced in China, and intermediate products exported from China to Vietnam 
are processed and assembled and then sold to developed markets in the European 
countries and the United States. 

The trade in goods between China and Vietnam was affected by the outbreak 
of the COVID-19 pandemic in Vietnam in 2021. At that time, China adopted strict 
inspection and isolation measures for cargo trucks and drivers from Vietnam based 
on its policy to prevent import of the COVID-19 virus from overseas. All goods 
imported from Vietnam were subjected to strict testing. These strict measures led to 
cumbersome or even stagnant customs clearance of goods, obstruction of customs 
clearance of goods and personnel, and serious traffic congestion. 

China is one of the most important foreign trade markets for Vietnam, and the 
obstruction of customs clearance at China-Vietnam border ports has had a great 
impact on Vietnam's export enterprises and foreign trade. According to statistics 
from the General Administration of Customs of Vietnam, for example, from January 
to April 2022, the total value of import and export goods handled at China-Vietnam 
land ports was US$4.15 billion, down 64.5% compared with the same period in 2021. 
In addition, Vietnam's exports to China amounted to US$510 million, down 87.396 
compared to the same period in 2021. 

Trucks transporting large quantities of Vietnamese fruits and agricultural products 
were stranded on the Vietnamese side of the China-Vietnam border crossing, waiting 
for the completion of Chinese customs quarantine and customs clearance. Agricul- 
tural products are very time-sensitive, and long waiting time can cause deterioration 
and rot. In December 2021, hundreds of Vietnamese trucks were stranded at the 
Youyi, Puzhai-Tan Thanh and Aidian-Chi Ma crossings in northern Vietnam's Lang 
Son province on the border with Guangxi, China. However, since China's ending of 
its zero-COVID-19 policy on 8 January 2023, import and export trade and personnel 
clearance have begun to resume at many border ports. 

Vietnam faces dual challenges in the field of foreign economic cooperation and 
trade. On the one hand, it has a huge trade deficit with China, While, on the other 
hand, there is the issue of how to achieve diversification of its export market and 
upgrading of its export structure. Some Vietnamese scholars believe that in the short 
term, the CPTPP can play only a limited role in reforming Vietnam's foreign trade 
structure and boosting the national economy. Trade with China has always played an 
important role in Vietnam's foreign trade and factors relating to the Chinese economy 
will continue to influence Vietnam's economic development. 

For many years, China has been Vietnam's largest trading partner and largest 
source of imports. Trade with China accounts for nearly 2096 of Vietnam's total 
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foreign trade. In 2019, imports from China accounted for more than 28% of Vietnam's 
total imports, which included intermediate products mainly used for assembly and 
foundry in domestic manufacturing. Textile and garments and electronic information 
equipment are two major export industries for Vietnam, but 60% and 50%, respec- 
tively, of the raw materials and intermediate products of these two industries come 
from China. 

In the face of escalating competition between the United States and China, 
Vietnam, like other countries in the region, has adopted a strategy of "balance of 
great powers" and does not openly steer to any side. Vietnam hopes to retain space to 
manoeuvre and further its national interests through diplomacy based on maintaining 
friendly relations with various major powers. On the one hand, Vietnam supports and 
participates in the BRI to attract Chinese investment, accelerate domestic industrial 
development and economic growth. On the other hand, in the long run, Vietnam 
believes that it is necessary to gradually reduce its economic dependence on China 
in order to avoid being diplomatically and strategically constrained by its northern 
neighbours. 

The Vietnamese government has been trying to counteract China's economic influ- 
ence in Vietnam by expanding bilateral economic and trade ties with other countries 
(European Union, United Kingdom, Japan, India, South Korea and the United States). 
The Vietnam-EU Free Trade Agreement (came into force in 2020) and the Vietnam- 
UK Free Trade Agreement (2021) have been signed and implemented. As of January 
2022, Vietnam had signed a total of 15 free trade agreements. In addition, Vietnam 
has been actively participating in regional multilateral organisations, such as the 
Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP), 
and adopting a market diversification strategy. 

Vietnam officially joined the CPTPP in November 2018. Vietnam hopes to use the 
CPTPP and the Vietnam-EU Free Trade Agreement to broaden its export channels 
and channels, as well as to balance China's geoeconomic influence, accelerate diver- 
sification of the trade market and reduce over-dependence on the Chinese market. 
According to the forecast of Vietnam's Ministry of Industry and Trade, the CPTPP 
agreement will help to increase exports from Vietnam by 4% and GDP by 1.3% 
by 2030 and by 1.3296 and 4.0496, respectively, by 2035. In the long run, the 
CPTPP will help Vietnam develop an export-oriented economy and accelerate its 
industrialisation. 

The CPTPP has been in force since January 2019, and its member states have 
pledged to eliminate tariffs on Vietnamese products, especially textiles, footwear, 
agricultural products and seafood. Of course, in order to fulfil its commitments and 
meet the CPTPP accession criteria, Vietnam must also significantly reform its existing 
domestic laws and regulations on foreign trade, customs, state-owned enterprises, 
competition rules, trade unions, intellectual property rights and domestic procure- 
ment. Implementing these reforms will be challenging and painful, but in the long 
run, they are expected to enhance Vietnam's overall competitiveness. 
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4.3 The Impacts of the China-US Trade War on Vietnam 


In the context of the escalation of the Sino-US trade dispute and the high tariffs 
imposed by the United States on Chinese imports, many multinational corporations 
and local Chinese companies with factories in China seek to avoid tariffs on their 
products, so consider moving production lines to regions with lower production costs 
outside China, with Vietnam receiving particular global interest regarding industrial 
transfer. The International Monetary Fund predicts that if the United States imposes a 
25% tariff on all exports from China, Vietnam will be the Asian country that benefits 
the most by providing a new base for Chinese exports to the United States. 

According to official United States statistics, bilateral trade between Vietnam and 
the United States reached US$60 billion in 2018, making Vietnam the United States’ 
16th-largest trading partner. US imports from Vietnam accounted for US$49.2 billion 
of this amount, with Vietnam ranking 12th among the major sources of US imports. 
In 2020, Vietnam rose to become tenth-largest trading partner of the United States, 
with bilateral trade volume of US$89.6 billion, with the United States’ imports from 
Vietnam accounting for US$79.6 billion, and Vietnam ranking 6th among the major 
sources of US imports. 

In the past several years, the rising production costs in China, domestic economic 
transformation and tariffs imposed under the Sino-US trade war have led a consider- 
able number of multinational enterprises to transfer part of their production capacity 
and supply chain support out of China in pursuit of “China + 1” supply chain diver- 
sification strategy. The COVID-19 pandemic has only reinforced the necessity and 
urgency of restructuring the global supply chains. 

Vietnam is aspiring to become the next emerging “factory of the world” after 
China. According to the Global Competitiveness Report 2019 released by the World 
Economic Forum, Vietnam’s ranking on global competitiveness had risen by ten 
places compared to 2018, making it one of the fastest-rising economies. Vietnam’s 
geographical proximity to China and its relatively low labour costs, relatively young 
population and relatively abundant workforce make it attractive to foreign companies 
as a replacement production base for Chinese exports to the United States. 

Vietnam’s total population is close to 100 million, of which a quarter are under 
the age of 25, and 70% of the total working-age population are under the age of 25. 
Vietnam has an abundant labour supply, able to meet the demand of labour-intensive 
manufacturing. Its other advantages include a long coastline, deep-sea ports, in good 
condition, and superior geographical location. 

Based on its low production costs (e.g. Vietnam’s labour costs are about half of 
those in China’s Pearl River Delta region), Vietnam is highly successful in attracting 
foreign investment and is becoming one of the most competitive manufacturing bases 
in the Asia—Pacific region. In addition, Vietnam and some other Southeast Asian 
countries receive preferential treatment in terms of low tariffs on export products 
from Western countries due to their low level of economic development. 

As China's rising labour costs and the U.S. tariffs on Chinese goods have led to the 
gradual relocation of some U.S. factories from China, shifting capacity to Southeast 
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Asia has become the preferred option. Taking the Korean firms as an example, after 
closing production plants in Shenzhen and Tianjin in 2018 and Huizhou, Guang- 
dong province in October 2019, South Korea's Samsung Electronics completed the 
transfer of its supply chain out of China. At present, Samsung has two large-scale 
manufacturing and assembly plants in Vietnam. 

Vietnam hopes to take advantage of the Sino-US trade war and the restructuring 
of the global industrial chain through the transfer of manufacturing industry from 
China. Industrial chain transfers from China to Vietnam have included not only 
Western multinational companies, but also local Chinese enterprises. There has been 
a concentrated shift of electronic equipment manufacturing, textiles, garments and 
furniture industries from China to Vietnam. In order to circumvent the punitive 
tariffs on Chinese exports to the United States, Chinese companies have increased 
their investment in Vietnam and set up new production bases and assembly plants 
(order transfer effect). 

Before the outbreak of the trade war between China and the United States, 
many labour-intensive, low-value-added industries and factories in China's coastal 
areas had already moved to Vietnam. In the case of the sports products company 
Adidas, 40% of its footwear is produced by foundries based in Vietnam. Taking the 
international sportswear company LULULEMON as an example, in 2009, 7596 of 
LULULEMON’s products were OEM products from China, and 8% of its prod- 
ucts were OEM products from Southeast Asian countries. By 2020, Only 9% of 
LULULEMON products were made in China, compared to 53% made in Southeast 
Asia (33% in Vietnam and 20% in Cambodia) and 38% in South Asia and elsewhere. 
Vietnam is Nike's number one producer. In 2010, Vietnam surpassed China on Nike 
footwear production, and in 2020, Vietnam surpassed China on clothing production. 
According to Nike's 2021 annual report, Vietnam's Nike shoe production accounted 
for 5196 of output in 2021, while China's production accounted for 2196. In 2020, 
Vietnam surpassed China to become the largest producer of Nike clothing products, 
accounting for about 30% of production. 

As a result of rising costs of various manufacturing elements, China's position as 
an “assembly foundry” in the global production chain has been challenged by South- 
east Asian countries such as Vietnam. Many Chinese and multinational companies 
have moved low-end labour-intensive production to Vietnam. The growth of foreign 
trade has led to industrialisation in Vietnam, increasing its participation and market 
share in the global supply chain/production chain. 

A common view of the international community and China's domestic media is 
that, first, Vietnam is the biggest beneficiary of the Sino-US trade war, and second, 
Vietnam is able to cope with the transfer of China's manufacturing against the dual 
background of Sino-US power competition and global supply chain restructuring 
and transfer. It could become the next “global manufacturing base" after China; 
however, some Vietnamese scholars are sceptical about Vietnam's ability to seize 
this opportunity to attract sufficient numbers of foreign manufacturers to set up 
factories in Vietnam. 

On the one hand, Vietnam will face competition from countries such as 
Bangladesh, Indonesia and Cambodia with lower production costs. On the other 
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hand, although Vietnam is similar to China in terms of economic structure and polit- 
ical system, its economy is only small to medium-sized, and it has problems such as 
backward infrastructure development, low urbanisation rate, and insufficient skilled 
labour and land resources. Therefore, it will be difficult for Vietnam to cope with 
large-scale transfer of production lines from China. 

The wide media report that “Vietnam has become the biggest winner in the Sino- 
US trade war" is exaggerated. The trade war between China and the United States, 
the world's two largest economies, has had a negative impact on global economic 
growth, investment and trade exchanges. Since Vietnam's economic development is 
dependent on foreign trade, it cannot help but be affected by the Sino-U.S. trade war. 

In addition, many media outlets and academics ignore or underestimate China's 
important role in Vietnam's exports to the United States. “Made in Vietnam" products 
are largely reassembled and repackaged as “Made in China" products, for eventual 
export to the United States and other Western markets under the “Made in Vietnam" 
label. Since 2018, Vietnam's exports to the United States, especially electronic prod- 
ucts, have increased significantly, while most of the production equipment, inter- 
mediate goods and raw materials needed by Vietnam are imported from China, and 
China's export trade volume to Vietnam has more than doubled since 2017. This also 
explains the rapid rise in Vietnam's trade deficit with China in recent years. 

In terms of the skilled labour required to develop its manufacturing industry, at 
most, Vietnam has only 15 million people available to participate in manufacturing 
development. Meanwhile, despite its ageing population, China still has more than 
200 million skilled workers, its industrial chain/supply chain is well established 
and resilient, with sufficient supplies of domestic spare parts and other intermediate 
goods, and it has low dependence on foreign enterprises. Vietnam will find it difficult 
to emulate, let alone replace, China as the “world’s factory". 

China has obvious advantages regarding its production capacity, and absolute 
competitive advantages regarding its manufacturing capacity. Since joining the World 
Trade Organization in 2001, China has established strong comparative advantages 
in the global industrial chain that include its large number of skilled and hard- 
working industrial workers, its transportation and power infrastructure, upstream 
and downstream supporting supply chains, stable domestic political situation and 
huge domestic consumption market. 

In contrast, Vietnam does not have the domestic transportation, power and other 
infrastructure required to become the world’s factory. According to the “Global 
Competitiveness Report 2018" by the World Economic Forum, Vietnam ranked 75th 
among 142 countries/economies on infrastructure development (Table 4.1). With 
the influx of foreign capital and the completion of processing and assembly bases, 
the reality of the labour shortage in Vietnam has begun to emerge. Industrial land 
resources in Vietnam are becoming increasingly scarce, and local land prices are also 
rising. 

Although labour costs in Vietnam and other Southeast Asian countries are cheaper 
than in China, productivity and technical proficiency are lower than in China. 
This factor will largely offset the cost advantage. China still retains its industrial 
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advantages of complete industrial chain, high maturity and good resilience. Mean- 
while, China's strong logistics and transportation capacity enhances the international 
competitiveness of its import and export trade. In terms of port handling capacity, 
the total container throughput in Southeast Asia's ports is less than one-third of that 
of Chinese ports. 

It is not an easy task for multinational enterprises with long industrial chains 
to rearrange and set up new processing and assembly plants, involving the training 
and employment of industrial workers, complete support facilities for the plant, 
completeness of the supply chain and procurement costs. Based on ASEAN’s imper- 
fect supply chain, infrastructure bottlenecks and insufficient labour, it will be difficult 
in the short term for Southeast Asia to fully handle the production capacity trans- 
ferred by China. Meanwhile, China is making every effort to achieve domestic indus- 
trial upgrading and economic transformation, from low-end value chains, reliant on 
labour, to medium and high-end value production chains, based on technological 
innovation and productivity. 


4.4 The Case of Vietnam's Electronics Industry 


Since joining the World Trade Organization in 2007, Vietnam has gradually inte- 
grated into the regional and global industrial chain, and its electronic information 
industry has developed rapidly. Vietnam has now become the third-largest exporter 
of electronic products in ASEAN and one of the world's important exporters of elec- 
tronic information products. Nevertheless, most of Vietnam's exports of electronics 
and related spare parts come from the production plants of multinational compa- 
nies (such as Japanese and Korean electronics companies) located in their countries. 
Foreign electronics enterprises enjoy special tax exemption or low tax rates from the 
Vietnamese government (Pham et al. 2020). 

However, Vietnam's domestic electronics industry has developed slowly, has 
limited interaction and cooperation with foreign enterprises, a low degree of partic- 
ipation in the global industrial chain, and is at the low end of the industrial chain. 
Taking South Korea's Samsung as an example, only seven of the 93 suppliers 
providing intermediate goods and related professional services to its Vietnam-based 
production plants are local Vietnamese companies. These small, limited-capacity 
Vietnamese companies are struggling to integrate into the global electronics value 
chain led by large multinational companies. Greater participation of Vietnam's local 
electronics industry in the industrial chain is impeded by the difficulty in obtaining 
advanced technology from multinational electronics companies’ investment and 
production centres in Vietnam. 

Essentially, the rapid growth of Vietnam's electronics industry can be attributed to 
the establishment of production facilities of multinational enterprises in Vietnam. The 
emergence of these foreign-owned production facilities in Vietnam has created isola- 
tion between foreign players in the electronics industry and Vietnam's domestically 
owned firms. 
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Backward and forward linkages represent the ways in which economies participate 
in global value chains (GVCs). The proportion of total output outside China in terms 
of value-added is called backward participation. Backward participation represents 
the role of buyer (demander) in a global value chain and the relationship between 
a country and an upstream supplier. The share of domestic value-added exported 
to third countries is called forward participation. Forward participation represents a 
country's role as a seller (supplier) in the global value chain, through linkages with 
downstream producers. 

According to the empirical research by Lin and Ye (2022), Vietnam's electronic 
communication industry is reliant on low value-added links for integration into the 
global industrial chain, and despite gradually strengthening its position, it is currently 
in a “low-end lock-in” situation. Vietnam's industry has far less forward than back- 
ward participation in the global electronic communication industry, so it is in a weak 
position overall, and it derives limited added value from the assembly and foundry 
links. 

At present, Vietnam is mainly reliant on the small profits derived from elec- 
tronic communication product assembly foundry, importing intermediate goods and 
raw materials from China, Japan and South Korea and other countries, and then, 
after simple assembly, selling on the goods to European and American sellers and 
customers. 


4.5 Conclusion 


While Vietnam may welcome the vision of the BRI, like many Southeast Asian 
countries it is unclear about key elements such as specific plans and details, or how 
to participate in the initiative. Vietnam is worried that the benefits from the Belt 
and Road Initiative unilaterally favour China. In order for Chinese enterprises to 
successfully go global and go forward, they need to have international operation 
capabilities and must at the same time be recognised and supported by the different 
countries’ governments, society and people. Chinese enterprises need to pay equal 
attention to the three goals of economic efficiency, local society and environment, in 
order to achieve balance and win—win results in the four aspects of business operation, 
government, local community and environmental protection. 

Moreover, Chinese enterprises need to accept and adapt to global standards 
and international rules, to establish sustainable development principles and take 
on the role of “responsible investors” in order to go global. Chinese President Xi 
Jinping said: “The Belt and Road should benefit the local people”; therefore, China 
needs to better share the benefits of the initiative with Southeast Asian countries, 
rather than overemphasising its own interests. The joint communiqué reached at the 
Second Belt and Road Summit clearly stated: “High-quality infrastructure should 
ensure that it is feasible, affordable, inclusive and widely beneficial throughout the 
cycle, contributing to the sustainable development of participating countries and the 
industrialization of developing countries". 
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The unilateral benefit model is not sustainable and will not be supported by coun- 
tries along the route. The Chinese project development model of “Chinese design, 
Chinese equipment, Chinese construction, Chinese operation, and Chinese main- 
tenance” needs to be adjusted. China could considerably allay regional countries’ 
concerns about the “China centricity" of the Belt and Road Initiative by expanding 
the participation of host countries and deepening the "localisation" of its projects. 

A rising China must understand that, as a major power, it has to shoulder interna- 
tional obligations in terms of maintaining regional stability and promoting multilat- 
eralism. Only in this way can China truly win the trust and respect of the international 
community, especially neighbouring countries like Vietnam. The depth of cooper- 
ation achieved between China, Vietnam and other Southeast Asian countries under 
the BRI will be a litmus test of the smooth implementation and even the success of 
the Belt and Road Initiative. 
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Chapter 5 A) 
The China-Singapore Chongqing crest 
Connectivity Project: A Cornerstone 

for Bilateral Relations 


5.1 Literature Review on the Chinese Provinces’ Ties 
with ASEAN 


As part of a country’s overall diplomatic strategy, Hocking (1993) argues that its 
central government can effectively use local external cooperation to break down 
sensitive and difficult political issues to the local level, thereby helping to reduce 
external pressures on the central government and helping state institutions to reduce 
the burden of complex policy implementations. Van der Pluijm (2007) argues that 
self-interest is the main driver of local engagement in diplomacy and that partic- 
ipation of local governments in diplomatic activities can benefit the local area in 
two ways. On the one hand, the place can attract tourists, foreign companies and 
host international events by participating in external activities. On the other, local 
governments can export services and knowledge through their external activities 
or sign cooperation treaties with local authorities in foreign countries. He believes 
that the traditional structure of diplomatic engagement must be changed to include 
non-state governments in order to defend local interests. 

China’s local governments are not passive implementers of central policy or simple 
participants in foreign affairs. Local officials can enhance their performance via their 
participation in international cooperation and this can increase their enthusiasm for 
participating in international affairs (Su 2010). Chen (2014) proposed that China’s 
local participation in international affairs can provide the means and channels for 
the implementation of national strategies. Chen (2018) identified the concept of 
“city diplomacy” as playing a role in China’s overall diplomacy strategy. Through 
urban diplomacy, the social foundation of relations between major countries can be 
consolidated from the bottom up. Li (2014) studied the role of local governments 
in China-ASEAN relations and proposed “local liberalism”. He claimed that local 
authorities in China are not only central policy implementers, but also actively formu- 
late their own foreign policy plans and bilateral cooperation initiatives, and, in so 
doing, seek the support of the central government. Yang (2018) stated that ASEAN 
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countries have become important external economic partners of China. Chinese local 
governments that participate in China-ASEAN cooperation go through three stages: 
passive implementation of policies (1991-2003), active action (2004-2013), and 
acceleration of central-local cooperation (since 2014), which are characterized by 
diversity, non-balance, competition and multifaceted influence. 

The participation of Chinese provinces and cities in foreign affairs and interna- 
tional cooperation will help local governments to promote local economic develop- 
ment by using the international arena to obtain external funds, information and talents. 
International exchanges and economic growth are related to local interests and are 
also important weight indicators that determine the promotion of local officials. Local 
governments in China are oriented towards economic development and formally or 
informally participate in foreign affairs and strengthen international connectivity and 
external ties, with the goal of pursuing local interests. At the same time, these local 
endeavours help China achieve its overall foreign policy goals. 

Economic globalisation and China’s deep integration into the world economy have 
pushed Chinese provinces into the trend of internationalisation and strengthening 
international ties. Through China’s economic development and the expansion of 
foreign relations, its provinces and cities have increasingly gained the strength to 
participate in international cooperation and local diplomatic affairs to further expand 
the market space for economic development. China has 17 provinces and regions 
whose economic output exceeds that of South Africa and Argentina, respectively, 
which are G20 countries with respective economic output of around US$419 billion 
and US$450 billion. 

However, when engaging in foreign exchange and cooperation activities with 
foreign countries, local governments are inevitably influenced by China’s current 
foreign policy and the relationship between the central and local governments. Under 
the current institutional framework, the central government grants local governments 
the authority to carry out such activities. From an institutional point of view, the lack 
of legal authorization has made China’s participation in foreign affairs and foreign 
exchanges ambiguous and uncertain. 

China’s local diplomatic activities and participation in international cooperation 
practice are beset by problems of unclear powers and responsibilities and ambiguous 
boundaries for authorization of the relations between the central and local govern- 
ments, between ministries and commissions, and between local and foreign countries. 
Hence, foreign countries and international organisations tend to have doubts about 
engaging in exchanges and cooperation with the Chinese local governments. 

Therefore, the participation of local provinces and municipalities in international 
cooperation requires both the authorization of the central government and the estab- 
lishment of a coordination mechanism between the central and local governments. 
In the process of local participation in international cooperation, there are contra- 
dictions between the handling of legal mandates and the granting of transactional 
mandates by the state, comprising a contradiction between centralization and decen- 
tralisation and another between central policy and the local governments’ need to 
obtain central approval, which limit the actual external autonomy obtained. 
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Inforeign relations, the factors considered by local governments in China-ASEAN 
cooperation are different from those considered at the central government level. 
Local governments give primary consideration to local economic interests and do 
not pay attention to broader macroareas such as international politics, foreign rela- 
tions, geostrategy and security. Although the considerations and starting points of 
the central and local governments are not necessarily contradictory, in the practice of 
foreign exchanges, the interests of the central and local governments will also differ 
from time to time, and there will be conflicts between local and central policies. 

The outstanding problem in relation to cooperation between local provinces and 
cities and ASEAN countries is that in the course of exchanges with the ASEAN 
countries, some localities are vague about their role as “limited participation actors", 
unilaterally promote local-led ASEAN cooperation strategy and often lack commu- 
nication and coordination with the central government. This has led to confusion in 
ASEAN countries. 


5.2 The Role of Chinese Provinces in China-ASEAN 
Relations 


In China's relations with the ASEAN countries, the role played by China's local 
governments cannot be ignored. China's diverse topography, uniqueness and vast 
geographical area give local governments the advantage of participating in interna- 
tional cooperation. The economic development of local governments, especially in 
coastal provinces and municipalities such as Guangdong, Shanghai, Zhejiang and 
Jiangsu provinces that rely on foreign trade and foreign investment, cannot be sepa- 
rated from foreign economic and trade cooperation and the expansion of international 
ties. 

Chinese President Xi Jinping delivered a speech at the “Symposium on China's 
Peripheral Diplomacy" held in October 2013: "Accelerate the opening up of border 
areas and deepen mutually beneficial cooperation between border provinces and 
regions and neighbouring countries". President Xi's statement has laid the foundation 
for local provinces and cities to strengthen ties with ASEAN countries and participate 
in multilateral cooperation in the subregion. 

Extensive and in-depth local cooperation is a highlight of China-ASEAN relations 
and an integral part of bilateral cooperation. The breadth and depth of local provinces 
and municipalities participating in bilateral relations between China and ASEAN 
countries are not commonly replicated in China's cooperation with countries in other 
regions. 

Local areas are among the players affecting China-ASEAN relations and have an 
important role in the development of bilateral relations. Chinese localities, especially 
provinces with land and water borders with Southeast Asian countries, are very active 
in engaging in cooperation and bilateral exchanges with ASEAN. 


88 5 The China-Singapore Chongqing Connectivity Project: A Cornerstone ... 


Local economic and trade cooperation with ASEAN countries is more conducive 
than central government activities to diluting ASEAN’s sense of inequality in cooper- 
ation with China and eliminating ASEAN countries’ suspicions and concerns about 
China’s expansion of geopolitical influence through bilateral trade. For ASEAN 
countries, working with Chinese provinces and cities can help them to feel more 
equitable in cooperating with China, reducing resistance and eliminating anxiety and 
inequality. This, in turn, will help promote bilateral economic and trade exchanges 
between China and ASEAN. 

Local areas’ cooperation with ASEAN countries is conducive to their own 
economic development and opens up foreign trade markets for enterprises. For many 
provinces and cities in China, ASEAN is an important partner in carrying out foreign 
economic and trade cooperation. Regional economic integration and the establish- 
ment of the China-ASEAN Free Trade Area have led to the strengthening of bilateral 
relations between China and ASEAN countries. This also gives local provinces and 
regions more space to participate in bilateral cooperation and expand the field of 
bilateral exchanges. Local governments in China are actively seeking central support 
from the central government, hoping to incorporate local-ASEAN cooperation into 
the country-ASEAN cooperation framework in order to win central fiscal and other 
preferential policy support. 


5.3 Overview of the China-Singapore Relations 


Singapore is strategically located to guard the Strait of Malacca. It is also one of 
the most important financial centres in the Asia—Pacific region, a major commodity 
trading market and transshipment logistics centre in Southeast Asia, and an important 
financial and shipping centre. 

Singapore has a comprehensive range of international leading professional inter- 
mediaries in finance, auditing, legal, consulting and intellectual property protection. 
In addition, it has world-class infrastructure, a first-class business environment, clean 
and efficient government, high social stability, a sound rule of law system, predictable 
policies and transparent governance, and an open economy with low tax rates. 

These factors have, in combination, attracted the attention of Chinese companies. 
Singapore’s unique strengths place it in a prime position to act as a bridge between 
East and West. The strengthening of bilateral relations between China and Singapore 
can act as a template for the development of relations between China and the ASEAN 
as a whole. 

Singapore’s relationship with China can be dated back to the forging of personal 
friendship between Singapore’s late founding Prime Minister Lee Kuan Yew and 
Chinese paramount leader Deng Xiaoping. Lee Kuan Yew had always supported 
China’s reform and opening up, believing that Singapore had to strengthen its engage- 
ment with China. Up to his death, he was always concerned with convincing China 
of Singapore’s relevance as a reference for China’s reform and development. 
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China's leadership is well aware that Singapore, despite being a small island 
economy, is uniquely positioned to be a trusted partner that can add value to China's 
reform and development. Bilateral cooperation between the two countries has been 
developing with the times and is today focused on infrastructure construction, finan- 
cial services and the third-country market, and professional services cooperation, 
among other fields. 

Since the formal establishment of diplomatic relations between China and Singa- 
pore in 1990, bilateral relations have developed rapidly. In 2015, Chinese President 
XiJinping visited Singapore, and China and Singapore established an all-round coop- 
erative partnership that is keeping pace with the times. Based on mutual trust and the 
particularity of their bilateral relations, China and Singapore have launched four inter- 
governmental cooperation projects, including Suzhou Industrial Park (launched in 
1994), Tianjin Eco-City (launched in 2007), China-Singapore (Chongqing) Strategic 
Connectivity Project (launched in 2015), and Guangzhou Knowledge City (launched 
in 2009 and upgraded to a state-level cooperation project in 2018). In addition, the two 
countries have collaborated on numerous other bilateral cooperation projects, such as 
the Jilin Food Processing Zone, the Sichuan-Singapore Innovation and Technology 
Park, and the Shenzhen Smart City. 

Singapore has been deeply involved in China's opening up and regional economic 
development. Although Singapore is a small city-based economy, it has special 
advantages that have enabled it to become a reliable partner of China and add value 
to China's development. On 6 September 2020, Singapore's Minister of Trade and 
Industry, Chan Chun Sing, spoke in an interview with Singapore's Lianhe Zaobao 
about the reasons for the enhancement and consolidation of relations between China 
and Singapore over the past 30 years: 


Deep and updated understanding of China's different stages of development and regional 
needs, deep mutual trust, and a common pragmatic work culture. ... The relationship between 
the two countries is not static or one-dimensional, but multifaceted and evolving, and the 
two sides set the theme and approach of cooperation in line with China's priorities, which 
is quite different from Singapore's relationship with other countries (Han, 2020). 


Economic and trade cooperation between the two countries has in recent decades 
played a leading and forward-looking role in China's foreign economic and trade 
policy. The bilateral trade in goods between the two countries reached US$89 billion 
in 2020. China has been Singapore's largest trading partner, largest export market 
and largest source of imports since 2013. With bilateral trade in services worth 
US$36.9 billion in 2020, Singapore is China's fourth-largest services trading 
partner. In 2021, bilateral trade in goods between China and Singapore reached 
US$94.05 billion. 

Singapore has also been the largest source of foreign direct investment to China 
since 2013. According to the Ministry of Commerce of the People's Republic of 
China, the cumulative direct investment of Singaporean enterprises in China reached 
US$102.78 billion as of the end of December 2019 and was mainly focused on manu- 
facturing, services and transportation. Singapore's investment in China accounts for 
more than 8746 of all investment in China by BRI countries (see Table 5.1). 
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Table 5.1 Milestones in development of bilateral economic and trade ties between China and 
Singapore 


1| Consecutively from 2013 to 2022, China was Singapore's largest trading partner 


2 | As of the end of 2019, there were more than 7500 Chinese-funded enterprises registered in 
Singapore 


3 | Singapore accounted for 87.7% of the total inflow of foreign direct investment into China 
from the Belt and Road countries 


4 | As of November 2018, 100 of the 750 companies listed on the Singapore Stock Exchange 
were from China. SGX-listed Chinese concept companies had a total market capitalization of 
nearly RMB130 billion 


Source Compiled by the author 


Singapore, as a tiny city-state economy, is highly dependent on foreign trade 
and investment, since it lacks a hinterland for the domestic market. Therefore, 
supporting Singapore's sustainable economic growth requires external raw mate- 
rial and consumer markets, as well as markets for outbound investment, to achieve 
capital investment appreciation. China and Singapore are geographically close and 
culturally connected, and China has become an important destination country for 
Singapore's national capital and private enterprises and provided an export market 
for its products. 

Since the two countries formally established diplomatic relations in 1990, Singa- 
pore's direct investment in China has surged from just US$50 million in 1990 to 
US$10.3 billion in 2021 (see Fig. 5.1). In 2021 alone, Singapore set up nearly 1300 
new enterprises and investment projects in China. 
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Fig. 5.1 Singapore’s outbound investment to China. Source Ministry of Trade and Industry, 
Singapore; National Bureau of Statistics, Singapore 
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Temasek Holdings is a Singapore-based sovereign investment company with 
active investments worldwide. China has become Temasek’s largest investment desti- 
nation, based on investments spanning a wide range of sectors, including financial 
services, telecommunications and media, technology, real estate, transport and logis- 
tics, industrial manufacturing, life sciences and agri-food manufacturing. According 
to Temasek’s Annual Investment Report, 27% of its global portfolio (S$381 billion) 
was invested in China as of March 2021, accounting for $$102.9 billion. 

Temasek was established in 1974, in which the Singapore government has a 
100% controlling stake. Temasek is also a state-owned enterprise registered in a 
private name. Temasek manages 23 multinational companies, commonly referred 
to as subsidiaries, on a holding basis, including 14 wholly owned companies, seven 
listed companies and two limited liability companies. These companies are also about 
2000 large and small enterprises, with a total number of 140,000 employees and total 
assets of more than S$42 billion. These firms combined under Temasek account for 
about 8% of the country’s GDP. Temasek controls Singapore's key sectors such as 
finance, transport, communications, real estate and energy and dominates Singapore's 
economic lifeline. 

In the 46 years since Temasek's establishment and 16 years into China, China has 
become Temasek's largest single market for global investment, and the development 
of the Chinese market is an important factor in the enduring prosperity of Temasek. 
Today, Temasek's investment in China has already been pervasive, including China 
Construction Bank, Industrial and Commercial Bank of China, Ping an Insurance 
of China, Alibaba, JD.com, Didi Chuxing, Huiyuan Juice and other well-known 
enterprises. 

Furthermore, Singapore is one of the three important overseas RMB offshore 
settlement centres, alongside Hong Kong and London. It has also become an impor- 
tant destination for Chinese outbound investment and has attracted the largest share of 
Chinese investment among all the Belt and Road countries. Between 2007 and 2018, 
Chinese direct investment in Singapore grew nearly ninefold, from US$398 million to 
US$3.55 billion. By the end of 2019, China's investment stock in Singapore reached 
US$33.45 billion, accounting for more than 20% of China's total investment in 
countries along the Belt and Road routes. 

Building on the four bilateral country-level cooperation projects, Singapore can 
leverage its advantages as an international financial centre to enhance China's ability 
to open up to the outside world and accelerate the pace of internationalisation 
of Chinese enterprises through increasing China's investment in the region and 
throughout the world. 

Singapore plays a special and important role in China's Belt and Road Initiative, 
having been one of the first countries to endorse and participate in the BRI. On 
17 March 2023, Singapore's Prime Minister Lee Hsien Loong said in an exclusive 
interview with China Central Television (Prime Minister's Office Singapore 2023): 


The Belt and Road Initiative, in our view, is a way for China to contribute to regional develop- 
ment. The Belt and Road Initiative has been welcomed by the entire region as it helps China 
integrate into this regional network of cooperation and interdependence, which is mutually 
beneficial and win-win. Regional development requires infrastructure, and infrastructure 
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needs financing. China has these capabilities to build infrastructure, provide financing, and 
develop economic and trade ties with countries in the region. With the Belt and Road Initia- 
tive, there is a framework within which these ideas can be realized. ... China is the largest 
economy in our region, and it is important to have an open, sustainable and mutually beneficial 
relationship with China. From this perspective, we believe that the Belt and Road Initiative 
is meaningful and we support it. From Singapore's perspective, what are we contributing to 
the Belt and Road? First of all, we are a financial center and many projects can be financed 
and evaluated in Singapore. This is an important infrastructure for the Belt and Road, that 
is, soft infrastructure. In fact, Singapore is one of the largest offshore RMB trading centers 
internationally. This is one aspect, on a legal level, Singapore is an arbitration and mediation 
hub with many international law firms. It is also important to us that countries participating 
in the Belt and Road Initiative can meet these needs if they need to find a seat of arbitration 
or provide legal advice. 


The cooperative relationship between China and Singapore is also evolving 
with the times. At present, the investment of Chinese enterprises in Singapore 
covers e-commerce, financial services, shipping, third-party market cooperation, 
trade, energy, and infrastructure, logistics, professional services, tourism, real estate 
and education and training. In addition, Chinese and Singaporean enterprises have 
successfully joined forces to carry out third-party market cooperation based on their 
respective advantages (see Table 5.2 for details). Singaporean companies hope to 
participate with Chinese partners in cooperation with neighbouring countries in 
Southeast Asia. 

In April 2018 and April 2019, China's National Development and Reform 
Commission and Singapore's Ministry of Trade and Industry signed the Memo- 
randum of Understanding on Third-Party Market Cooperation and the Memorandum 
of Understanding on Strengthening the Implementation Framework for China- 
Singapore Third-Party Market Cooperation, which encourages enterprises of the two 
countries to use their respective advantages to carry out third-party market coopera- 
tion in the fields of logistics, e-commerce, infrastructure, finance and legal and other 
professional services to achieve mutual benefit and win—win results. 

The Singapore government has set a goal of making Singapore a global technology 
and innovation hub. As a result, China and Singapore have gradually established and 
developed close cooperation in science and technology and innovation. To keep pace 
with future competition, countries must vigorously encourage and pursue innovation 
in science and technology to drive productivity growth and as an important engine of 
future development. China and Singapore share similar views on the important role 
of innovation in accelerating the country's economic transformation and sustainable 
development. At present, the two countries are engaging in close cooperation in 
high-tech fields such as artificial intelligence, big data, electric vehicles, new energy 
development and utilisation, biotechnology and aerospace, and there has been an 
increase in exchanges of scientific and technological personnel between the two 
countries. 
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Table 5.2 Selected third-party country cooperation projects between Chinese and Singapore 


enterprises 
Project | Company name Project detail 
1 State grid and Singapore In 2014, state grid acquired a 60% stake in Australian 
energy invest in Australian Asset Company and a 19.9% stake in Australian open 
energy grid project for US$2.8 billion 
2 Shandong Weiqiao and Hongqiao Group, a subsidiary of Shandong Weiqiao 
Singapore's winning group Group, forms a consortium “Win Alliance" with 
form Guinea's *Win Alliance" | Yantai Port Group, Singapore Winning Group and 
Guinea UMS Company, which is responsible for 
Guinea bauxite mining, port transportation, land 
transportation and maritime transportation 
respectively. As of April 2019, the cumulative 
investment of the project had exceeded 500 million 
US dollars, and the annual export capacity is 
50 million tonnes 
3 China Machinery Engineering | China Machinery Engineering Co., Ltd. and China 
Corporation and CapitaLand automotive international are responsible for the 
are based in India promotion and investment attraction of Chennai Yihui 
Industrial Park in the Chinese market. The park is a 
joint venture between CapitaLand, IREO India, 
Nippon and Mizuho Bank 
4 CMEC Group and CapitaLand | China Machinery Engineering Corporation Limited 
Group are based in India and CapitaLand Group have partnered to develop the 
Chenguang Industrial Logistics Park in Olagadam, 
Chennai 
5 China State Construction Singaporean environmental protection company 


Group cooperates with 
Singapore Dakuo Water 
Technology in Southeast Asian 
countries 


Dakuo Water Technology cooperated with China 
State Construction Group to supply regional 
pneumatic waste conveying systems to China and 
ASEAN countries, China State Construction was 
responsible for project construction, and Dakuo was 
responsible for providing relevant technology and 
ASEAN market information to achieve mutual benefit 
and win—win cooperation 


(continued) 
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Table 5.2 (continued) 


Project | Company name Project detail 

6 Sinopec Group cooperated with | Tat Fung Holdings is the largest crawler crane 
Singapore Tat Fung Holdings | supplier in Asia, cooperating with Chinese enterprises 
on a number of third-party in Southeast Asia and South Asia, providing 
market construction projects machinery leasing, local machinery storage and other 


services, and providing assistance to Chinese 
enterprises in import and export procedures and 
business communication. Tat Fung Holdings and 
Sinopec Refining and Chemical Engineering Group 
and other project contractors jointly built the 
Bienjaran Petroleum Complex for Petronas 


T Fuchun Holdings cooperated Fuchun Holdings and Ye Shuifu Group set up the 
with Ye Shuifu Group to “Fuchun Ye Shuifu Belt and Road Logistics Asset 
establish a “Belt and Road” Private Equity Fund” with an initial scale of 
logistics assets private equity US$150 million, focusing on the development and 
fund acquisition of logistics assets along the “Belt and 


Road" and assisting regional countries in the 
construction of infrastructure projects 


Sources National Development and Reform Commission of China; Lianhe Zaobao; China Council 
for the Promotion of International Trade (2019) 


5.4 Chongqing Connectivity Project and the Western 
Corridor 


In March 2015, the Chinese government issued the “Vision and Actions for Jointly 
Building the Silk Road Economic Belt and the 21st Century Maritime Silk Road", 
which emphasises the following objectives: 


To promote the construction of the Belt and Road, China will give full play to the compar- 
ative advantages of various regions in China, implement a more proactive opening strategy, 
strengthen interaction and cooperation between the Eastern, Central and the Western regions, 
and comprehensively enhance the level of an open economy. 


Since the Chinese government proposed the Belt and Road Initiative in 2013, 
central ministries and commissions have issued preferential policies to promote the 
Belt and Road Initiative. Moreover, all of China's provinces and regions (especially 
those along the ancient Silk Road) have put forward their own schemes for promoting 
the initiative, hoping to gain a strategic position in the nation's promotion of the BRI 
and win preferential policy support from central government, to promote economic 
development in their local areas. 

The China-Singapore (Chongqing) Connectivity Project, which is a flagship 
project between the two countries under the BRI, is the third government-to- 
government cooperation project between the two countries and the only one to be 
established in the western region of China. In November 2015, during China's Pres- 
ident Xi Jinping's state visit to Singapore, the two governments signed the Frame- 
work Agreement on the Construction of the China-Singapore (Chongqing) Strategic 
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Connectivity Demonstration Project and other relevant supplementary agreements 
in Singapore, which marked the official launch of the China-Singapore (Chongqing) 
Connectivity Project (the Chongqing Connectivity Project). In 2021, the govern- 
ments of China and Singapore jointly completed the China-Singapore (Chongqing) 
Strategic Connectivity Demonstration Project Master Development Plan (2021- 
2025), and both countries intend this project to become a flagship project under 
the Belt and Road Initiative. 

With Chongging as the fulcrum, the China-Singapore Connectivity Project will 
help enhance the internationalisation of the entire western region. The western region 
needs to open up more in order to attract foreign investment. The China-Singapore 
Connectivity Project and the construction of new land-sea corridors will promote 
vitality of the provinces in the western region, accelerate their industrialization and 
create more local employment opportunities, as well as promote the overall economic 
and social development of the western region. 

The implementation of the China-Singapore Chongqing Connectivity Project is 
a vote of confidence in the Singapore government's continued openness towards 
development of China. Modelled on Singapore's experience, the China-Singapore 
Connectivity Project will contribute to China's new round of opening up and the 
development of the vast western region. 

This platform will also enable Singaporean enterprises to participate fully in the 
development of the BRI and the western region. In particular, it will encourage sharing 
of the opportunities brought by the development of the Chengdu-Chongqing Twin 
Cities Economic Circle. This project expands the hinterland of the overseas market 
of Singapore enterprises, since it encompasses one of the fastest-growing regions 
in China in recent years, with a total population of 52.18 million. The Chengdu- 
Chongqing Economic Circle accounted for about 4.296 of China's total economy 
and 12.4% of China's total foreign investment in 2020. 

Chongqing was chosen for the China-Singapore Connectivity Project because of 
its preferential geographical location and administrative structure as a municipality 
directly under the central government. Chongqing is the only municipality directly 
under the central government in the western region and enjoys political resources 
and preferential policies that other cities in the western region cannot match. 

Although it has been 20 years since China promoted the strategy of large-scale 
development of the western region, this region is still the soft underbelly of China's 
development. Economic development in the western region lags far behind not only 
that of the eastern coastal areas, but also the central region. While the western region 
accounts for 70% of China's land area and 27% of China's total population, it makes 
only a 20% contribution to the national economy. 

However, under China's “dual-circulation” development strategy, the western 
region is not only the biggest driving force behind China's new round of opening up, 
but also has the greatest potential in terms of building a robust and dynamic domestic 
economy. 

From the Chinese perspective, leveraged on Singapore's investment, urban 
management and knowhow on connectivity and industrial development, the strategic 
goal behind developing the Chongqing connectivity project and the western corridor 
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is to build a convenient trade corridor and integrate the western region into the global 
economy. 

Geographically speaking, Chongqing is located at the junction of the Silk Road 
Economic Belt and the Maritime Silk Road and therefore plays an important role in 
the initiative. It is also located in the upper reaches of the Yangtze River waterway, 
which connects to the domestic Yangtze River Economic Belt. Chongqing has devel- 
oped into one of the main economic centres in western China and a major global 
assembly and production base for notebook computers. 

The International Land-Sea Trade Corridor (or Western Corridor) is a key coop- 
eration project under the Chongqing Connectivity Project, while the Qinzhou Port in 
Guangxi is at the intersection of water and land routes in the Western Corridor. The 
Western Corridor connects Chongqing and Western China with Singapore and South- 
east Asia as a whole. The cargo transit route under the Western Corridor is based on 
the use of a variety of transport modes, including expressways, railways and inland 
waterways, and maritime shipping, to the southward route reaching Singapore and 
ASEAN major logistics nodes, and then radiating to the Middle East, Australia and 
other regions. 

The New International Land-Sea Trade Corridor has been gaining political 
momentum in both countries over the past few years. In June 2022, the govern- 
ments of China and Singapore jointly signed the Cooperation Plan for the China- 
Singapore (Chongqing) Strategic Connectivity Demonstration Project “New Inter- 
national Land-Sea Trade Corridor", proposing to build an efficient, convenient, open 
and competitive trade logistics channel by 2025. Singapore's Prime Minister Lee 
Hsien Loong recently commented on the significance of Chongqing Connectivity 
Project and the Western Corridor: 


The integrated transport corridor of the new international land-sea trade corridor from 
Chongqing to Guangxi to Beibu Gulf is part of the Belt and Road initiative, opening up new 
routes connecting Chinese mainland abroad. China has established access roads to foreign 
countries through the Yangtze River, but the distances are long and water transportation is 
very busy. Therefore, we believe that the establishment of another shorter and faster corridor 
with Southeast Asian countries and the rest of the world makes a significant contribution to 
the joint construction of the Belt and Road Initiative. 


For Singapore, participating in the construction of a new land-sea corridor in 
China's western region, will help cement its position as a key maritime trade hub in 
the region. Singapore is no stranger to Chongqing, which has been the largest source 
of foreign investment for many years. Many Singaporean companies have settled in 
Chongqing and subsequently radiated across the entire western Chinese market. For 
example, CapitaLand, Mapletree, Raffles Medical Group and BreadTalk all have 
entered Chongqing. The three major banks in Singapore, including DBS Bank, 
United Overseas Bank (UOB) and OCBC Bank, have also established presences 
in Chongging. 

With Singapore and Chongqing as the hub, the China-Singapore Connec- 
tivity Project can facilitate the connection and further integration of China's 
western provinces with the ASEAN countries. Through the interconnection between 
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Chongqing and Singapore, Chongqing and other western provinces will be more 
widely interconnected with Singapore and Southeast Asia. 

The Chongqing Connectivity Project has made substantial progress in the 
past five years, and the Western Corridor is attracting further participation by 
13 provinces, municipalities, and autonomous regions, including Inner Mongolia, 
Guangxi, Chongqing, Sichuan, Guizhou, Yunnan, Shaanxi, Tibet, Gansu, Qinghai, 
Ningxia, Xinjiang and Hainan, as well as the Zhangjiang city of Guangdong, which 
have already signed the agreements and formally participated in the project. 

The China-Singapore connectivity project focuses on the areas of transport and 
logistics, financial services, aviation and information and communications, through 
which bilateral cooperation is progressing. Enterprises from Singapore and China 
have cooperated to establish the China-Singapore (Chongqing) Huilian Pucheng 
Multimodal Intelligent Logistics Base to enhance the external connectivity of 
Chongqing’s logistics industry. 

In the financial services industry, western provinces, including Chongging, have 
received more than US$10 billion in different forms of financing through Singa- 
pore, which is conducive to the economic development of the western region. In the 
aviation sector, Singapore's Changi Airport Group has worked with local partners 
to manage Chongqing Jiangbei Airport’s catering, retail and advertising businesses 
to enhance the airport's international service standards. In the field of information 
and communication, Singapore Press Holdings Group cooperated with ZBJ.com in 
Chongqing to build a bilingual e-commerce platform, which has been launched in 
Singapore. 

The Chongqing Connectivity Project uses Chongqing as its operation centre, 
but it is an open and shared development platform for the entire western region of 
China and the ASEAN. The project welcomes the participation of all 12 provinces in 
western China, as well as ASEAN partners. Openness is a feature of the Chongqing 
connectivity project that represents one of its biggest advantages. 

The port of Qinzhou, located in Guangxi, is the meeting point of the sea and 
land routes of the Western Corridor. The Western Corridor connects Chongqing and 
Western China with Southeast Asian countries (via Singapore). Once the new inter- 
national land-sea trade corridor, a southbound strategic channel with equal emphasis 
on railway, sea and land, is open and its operations start to mature, it will effec- 
tively reduce the costs and transit time of logistics in the western region. For western 
provinces such as Yunnan, Guizhou and Sichuan, the new international land-sea trade 
route is more advantageous than the existing land transport through China-Thailand 
and China-Myanmar, or the sea freight through ports such as Guangzhou, Shanghai 
or Shenzhen, which can greatly reduce the distance, transportation cost and transit 
time of goods (Table 5.3). 

The Western Corridor provides convenient and direct access to the sea for the 
western provinces of China and is also the most convenient passage connecting 
western China with the world. On the one hand, more Singaporean enterprises 
will be attracted to invest in the western region, including Chongging, through the 
Western Corridor. On the other hand, more western enterprises and products will 
enter Singapore, ASEAN countries and even the global market through the Corridor. 
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Table 5.3 Comparison of cargo shipping routes from Chongging to Singapore 


Transportation routes Transport Transit time |The degree of | Efficiency of the 
distance (km) | (days) facilitation of | customs clearance 

land-sea process 
combined 
transport 

Chongqing—Guangxi 3240 6-7 Low Low 

Beibu Gulf 

Port—Singapore 

Chongqing—Shanghai |3700 9-10 High High 

Yangshan 

Port—Singapore 

Chongging—Shenzhen |5300 20 High High 


Yantian Port—Singapore 


Source Compiled by the author based on relevant port information 


Since the launch of the new corridor, the volume of goods transported through 
the corridor has grown rapidly, from 3382 TEUs in 2017 to 756,000 TEUs in 2022 
(Fig. 5.2). Singapore is an important node of the BRI, based on its status as one 
of Asia’s main trading hubs. This new trade corridor connecting China’s western 
hinterland with Singapore will enable fresh agricultural products from China’s vast 
western provinces to be quickly transshipped through Singapore to markets in such 
as Southeast Asia, South Asia, the Middle East, Europe, the South Pacific and Africa. 


800000 


700000 


600000 


500000 


400000 


300000 


Standard Container Unit 


200000 


100000 
3382 


2017 


53362 


2018 


313047 
94000 l 
2019 2020 


632332 | 


2021 


756000 


2022 


Fig. 5.2 Cargo transportation volume by Western Corridor. Source Ministry of Commerce of China; 
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5.5 Building the Western Corridor Requires 
the Participation of More Partners 


The new international land-sea trade corridor or Western Corridor is gaining strong 
political support and development momentum, based on endorsement by the Chinese 
and Singapore authorities. Nevertheless, its development sustainability and commer- 
cial viability not only depend on political support, but also the participation of the 
private sector and other multiple stakeholders, such as the Chinese western provinces 
and the ASEAN countries. 

The Western Corridor is still in its infancy and the relatively high costs of oper- 
ation and logistics are thorny issues facing the Western corridor. First, Li's study 
(2020) found that the Western corridor faces the problem of insufficient volumes 
of cargo goods for transport, especially for the return trip from Southeast Asia to 
China's western provinces. Although Chongging is an important economic centre 
in the western region, its economic volume is small and it lacks regional economic 
radiation capacity. In 2019, Chongqing’s GDP was RMB2.36 trillion (S$472 billion), 
accounting for only 2.3% of China's economy. In terms of foreign economic ties, 
Chongqing accounts for only 2.4% of the bilateral trade volume between China and 
ASEAN. 

In economic development terms, Chongqing not only lags far behind coastal 
provinces such as Shanghai and Zhejiang, but its total economic output is smaller 
than that of other western cities, namely Sichuan and Shaanxi. The supply of goods 
from Chongqing alone is not enough to support the sustainable development of inflow 
of goods through the Western Corridor. 

The western corridor faces the problems of insufficient sources of foreign trade 
goods. The Western Corridor needs to attract active participation of more enterprises 
from western provinces and ASEAN countries in order to achieve economies of scale 
and further reduce logistical costs. This will help to strengthen economic momentum 
and achieve sustainable development of the Western Corridor. 

Moreover, the China-Singapore connectivity project needs to enhance the 
commercial attractiveness of the western corridor by reducing the cost of trans- 
porting goods, improving operational efficiency and facilitating customs clearance. 
For example, at present, there is considerable imbalance between southbound cargo 
transportation and northbound cargo transportation in the western corridor. 

To achieve smooth operation of the corridor, it is essential to break down the insti- 
tutional barriers in transportation, logistics, trade and other fields along the route, 
coordinate the customs systems and standards for market access and supervision, and 
establish mutual recognition of quality and qualifications between regions. It is neces- 
sary to deepen international collaboration on customs, focusing on the efficiency of 
multimodal customs declaration and convenient customs clearance policies. 

While attracting more participation in western China is critical to the prospects 
of the China-Singapore connectivity project and the western corridor, in the case of 
the China-Singapore Chongqing Connectivity Project, there is as yet no institution- 
alised coordination mechanism covering all participating provinces and regions in 
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the western region. The Chinese central government needs to further demonstrate 
leadership by coordinating the participation of western provinces and regions in the 
Chongqing connectivity project and the construction of the Western Corridor at the 
national level. Such a mechanism, led by the Chinese central government, would help 
to resolve the interprovincial disputes and to standardise cross-provincial customs 
clearance. 

Local governments in China are oriented towards economic development and 
strive to pursue local interests by strengthening external connectivity and interna- 
tional cooperation. Therefore, local participation in the China-Singapore connectivity 
project will depend on whether the project can meet the local economic development 
needs. 

The changing global geopolitical environment could also have a potential impact 
on regional logistics and transportation and industrial chain layout, thus bringing 
new variables and uncertainties to the Chongqing connectivity project and the devel- 
opment of the western corridor. Hence, the China-Singapore connectivity project 
needs to demonstrate flexibility and resilience in response to external changes. 
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Chapter 6 A) 
Riding on the BRI Train: Issues Relating =” 
to China’s Strengthening Ties 

with Cambodia 


6.1 Bilateral Political Relations Between China 
and Cambodia 


The effects of China’s rising economic ascendency and geopolitical clout are being 
felt throughout the Southeast Asian countries but most prominently in Cambodia. 
Cambodia is one of the smallest and least developed nations in Southeast Asia. It 
has a strategic location between Thailand and Vietnam, two powerful rivals in the 
region, and borders Laos to the north and the Gulf of Thailand to the southwest. 

China’s ties with Cambodia have deep historical roots. Since establishing diplo- 
matic relations in July 1958, Cambodia’s late King Norodom Sihanouk had built 
friendly ties with China’s late Premier Zhou Enlai and other Chinese leaders. 
Sihanouk sought Chinese support to avoid his country being sucked into the Sino- 
Vietnam tensions. With the assistance and support of the United States, the then 
Cambodian Prime Minister Lon Nol launched a military coup against Sihanouk in 
1970, while he was travelling abroad, and he was sentenced to death. With the Chinese 
leaders’ agreement, Sihanouk remained in exile in China from March 1970 until 
December 1975. The Chinese leadership still recognised and respected Sihanouk as 
the king and head of the state, treating him with extreme courtesy (Jeldres 2012). 

Historically, Cambodia used China as a heavy counterweight against its two bigger 
and more powerful neighbours, namely Vietnam and Thailand. Cambodia’s relations 
with Vietnam and Thailand are not without contention. Following the fall of the 
Khmer Empire in the fifteenth century, Cambodia felt constantly threatened by both 
Vietnam and Thailand (Heng 2022). In particular, although Cambodia has had a long 
history of engagement with Vietnam, there had been many wars between Cambodia 
and Vietnam in the past. 

Most recently, Vietnam launched a full-scale invasion in Cambodia in 1979. The 
Vietnamese army overthrew the Khmer Rouge and occupied Cambodia. Cambodia 
has widespread anti-Vietnamese sentiment, largely due to the border disputes, 
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Cambodians' perceptions on Vietnam's expansionist intentions and illegal immi- 
grants from Vietnam. Unlike the Vietnamese, the Cambodians have never regarded 
the Chinese as invaders or aggressors. Indeed, China was deemed to be useful to 
preserve Cambodian sovereignty from its immediate bigger neighbours. 

In 2013, the two countries signed a "Comprehensive Strategic Partnership agree- 
ment", the first for Cambodia with another country, demonstrating common interests 
on security and economy. The year 2023 marks the 65th anniversary of bilateral ties 
between China and Cambodia. Hun Sen's visit to China in February 2023 demon- 
strated the “ironclad relationship" between Cambodia and China, based on a long 
traditional friendship. 

In November 2020, the Chinese government awarded the “Medal of Friendship" 
ofthe People's Republic of China to Cambodia's Queen Mother Norodom Monineath 
Sihanouk. The medal was also intended to honour the late King Sihanouk for his 
efforts to build close relations with the Chinese people. The past relations between 
the countries' late leaders have laid the foundation for the close ties between the two 
countries today (Yu 2023). Sihanouk's son is now the King of Cambodia. 

The Chinese and Cambodian governments have established regular high-level 
exchanges between the two countries. China's President Xi Jinping visited Cambodia 
in October 2016 and Cambodia's Prime Minister Hun Sen visited China in February 
2020. The latter was the first visit by a foreign leader to Beijing since the outbreak 
of the COVID-19 pandemic in the city of Wuhan. Hun Sen wanted to show political 
support for China and personally sent a message of solidarity from Cambodia to the 
Chinese people. Meanwhile, in his appreciation of Hun Sen's visit and affirmation 
of the friendship between the two countries, Xi Jinping commented that “‘a friend in 
need is a friend indeed". 

Given its pro-China foreign policy stance, the Cambodian government has consis- 
tently supported China's approach of bilateral negotiation towards dealing with the 
South China Sea issues. In June 2016, Prime Minister Hun Sen clearly stated that 
the territorial disputes surrounding the South China Sea are matters between China 
and the claimant states in Southeast Asia, and not matters of dispute between China 
and ASEAN (Youtube June 2016). 

On its part, China has made clear its preference for bilateral negotiation on the 
territorial and maritime disputes surrounding the South China Sea with specific 
claimant states involved rather than multilateral arraignments such as the China- 
ASEAN leader summits. By proceeding in this way, China can fully exploit its 
asymmetrical advantages of economic power and military might over the smaller 
Southeast Asian countries to gain the dominant position in negotiation. 

Meanwhile, Cambodia has been criticised by some ASEAN countries, such as 
the Philippines, for “doing Beijing's bidding". They see Cambodia as taking a policy 
stance that favours China's interests. For example, at the conclusion of the 45th 
ASEAN Foreign Ministers Meeting held in Phnom Penh in 2012, although the Philip- 
pines and Vietnam urged Cambodia, as the Chair, to highlight the South China Sea 
issue in the joint communiqué, Cambodia refused to do so, which resulted, for the 
first time in ASEAN’s history, in the grouping's failure to issue a joint commu- 
niqué (Charadine 2021). In July 2016, Cambodia also blocked an ASEAN statement 
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that referred to the international tribunal’s ruling on the South China Sea territorial 
disputes (Thul 2016). Cambodia, like China, insists that the South China Sea issue 
should be dealt with by China and the relevant ASEAN claimant states, and is not 
an issue for the ASEAN as a grouping. However, Cambodia is still perceived by 
some external critics as being in strong alignment with China's position. Given the 
asymmetrical relationship between Beijing and Phnom Penh, these critics largely 
view Cambodia as China's “vassal state" or “a pawn” of China. (Chong 2017). 

Cambodia's strongman Prime Minister Hun Sen is one of the longest-serving 
Prime Ministers in Southeast Asia. His Cambodian People's Party (CPP) has domi- 
nated Cambodian domestic politics for a long time. Hun Sen's government has effec- 
tively shaped Cambodia's foreign policy to support China's interests. When speaking 
to Nikkei's Future of Asia Conference in May 2021, Hun Sen defended his close ties 
with Beijing, and he bluntly stated this, “If I don't rely on China, who will I rely 
on?" (Nikkei May 2021). After the CPP won an overwhelming victory in Cambodia's 
general election in July 2023, which was criticised by the West as not “a fair and 
free election", Hun Sen announced his will step down as Cambodia's Prime Minister 
and hand over power to his son Hun Manet (The Straits Times July 2023). At the 
time of writing, Hun Manet already became Cambodia's prime minister and led a 
new government in August 2023. Nevertheless, Mr Hun Sen will not disappear into 
retirement, and he is still head of the CPP and a member of the National Assembly. 
He is likely to remain an influential figure of Cambodia's government and to control 
politics. 

Cambodia's pro-China policy is expected to continue under the Hun Manet's 
government. In his separate thank-you letters to China's President Xi Jinping, and 
China's Premier Li Qiang, which dated on 26 July 2023, Mr Hun Sen reassured to 
Chinese leader that the new Cambodian government under Prime Minister Hun Manet 
will maintain the current pro-China policy and to further strengthen comprehensive 
strategical cooperative partnership with China. (Khmer Times July 2023). 

Hun Sen's pro-China stance has facilitated investment in Cambodia by Chinese 
firms. His pro-China stance has facilitated investment in Cambodia by Chinese firms. 
Chinese investors and construction firms had made an accumulated investment of 
US$12.02 billion to Cambodia from 2013 to 2022. The transport and energy sectors 
accounted for the lion share of the Chinese investments to Cambodia during the 
same period, with US$7.31 billion and US$4 billion, respectively (Table 6.1). These 
two sectors of energy and transport combined accounted for 94.196 of the stock of 
Chinese investments and constructions in Cambodia between 2013 and 2022. 

Prime Minister Hun Sen made a three-day visit to China from 9 to 11 February 
2023, during which the "Joint Statement on Building a China-Cambodia Community 
with a Shared Future in the New Era" was signed, which reflects the strong and robust 
bilateral ties on political, economic and defence cooperation. China and Cambodia 
also signed a series of bilateral cooperation agreements in several areas, notably 
infrastructure financing and construction, and agriculture. 

The Cambodian authority has granted China access to its Ream Naval Base, a site 
of strategic significance. Chinese companies have started to build new infrastructure 
there, including new roads, port upgrading and ship repair facilities, which will 
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Table 6.1 Chinese BRI-affiliated investments and construction in Cambodia, 2013—2022 


Year Chinese investor/Builder Sector Amount (US$ million) 
March 2013 Shanghai Construction Transport 250 
December 2013 | Huaneng Power Energy 410 
May 2015 China Communications Transport 130 
Construction 
June 2015 Shanghai Construction Transport 120 
March 2016 China National Machinery Industry | Energy 100 
April 2016 Guangdong Heng Fu Agriculture 360 
October 2016 China National Machinery Industry | Energy 120 
April 2017 Sino Great Wall Energy 560 
December 2017 | Hengtong Group Energy 200 
March 2018 Kunming Iron Transport 500 
April 2018 Sino Great Wall Transport 300 
May 2018 China Communications Transport 220 
Construction 
December 2018 | China Communications Transport 2080 
Construction 
January 2019 Shanghai Construction Transport 260 
March 2019 China Communications Transport 1950 
Construction 
June 2019 State Construction Engineering Tourism 200 
June 2019 China International Trust and Agriculture 320 
Investment 
October 2019 China Energy Engineering; China | Energy 190 
National Machinery Industry 
November 2019 | China Railway Construction Tourism 190 
March 2020 China Communications Transport 190 
Construction 
June 2020 China Huadian Corporation Energy 1190 
August 2020 State Construction Engineering Transport 600 
November 2020 | Minmetals Transport 410 
November 2020 | Sinosteel Energy 670 
August 2021 China National Machinery Industry | Energy 170 
January 2022 Hodo Group Transport 300 
July 2022 China National Machinery Industry | Energy 390 


Note Chinese investments and construction cover energy, 


only 


transport, agriculture and tourism sectors 


Source Extracted from “China Global Investment Tracker", American Enterprise Institute 
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enable the Ream to host large naval warships in future (Asia Maritime Transparency 
Initiative 2021). This has raised suspicions in regional countries and the West over 
China's military presence in Cambodia and future use of the base by the People's 
Liberation Navy vessels. If these plans come to fruition, Ream Naval Base will 
provide China with a secure military foothold in the Indo-Pacific region (Detsch 
2022). 

This will allow China to project its naval power further across the region amid the 
China-US rivalry. Ream thus has become an arena for competition between China 
and the United States for strategic influence in Southeast Asia. Nevertheless, despite 
China gaining military access to Ream Naval Base, it cannot match the United States’ 
network of military bases around the region, or throughout the world. 


6.2 China's Strengthening Economic Ties with Cambodia 
Under the BRI 


Cambodia is a close friend and partner of China in the ASEAN (Association of South- 
east Asian Nations). China has strong trade and economic ties with the Kingdom 
and is Cambodia's largest trading partner. According to statistics from the Ministry 
of Commerce of China, the bilateral trade volume between China and Cambodia 
had increased from US$3.77 billion in 2013 to US$13.67 billion in 2021. The 
trade balance is in China's favour, and China enjoyed a growing trade surplus with 
Cambodia from 2013 to 2021 (Fig. 6.1). Meanwhile, China is Cambodia's second- 
largest export market, accounting for 8.396 of its total export value in 2021, and 
Cambodia’s largest source of imports, accounting for 33.9% of its total import value. 

The China-Cambodia Free Trade Agreement (CCFTA), which came into effect on 
1 January 2022, was the first bilateral free trade arrangement signed by Cambodia. 
The CCFTA has given Cambodia impetus to further strengthen its trade and economic 
ties with China and gain wider market access to the Chinese domestic market through 
applying the Kingdom's “Four Corners Development Strategy (2018—2023)". 

Under the CCFTA implementation, Cambodia will reap economic benefits from 
exporting agricultural products to China. China has set zero tariffs for Cambodia on 
97.5396 of tariff lines for trade in goods, and Cambodia has set China zero tariffs 
on 90% of tariff lines. China's tariff reduction rate under the Cambodia-China Free 
Trade Agreement exceeds that under the CAFTA by 3.16%. China's zero tariffs 
cover almost all Cambodia's main exports to China, including polished rice, bananas, 
mangoes, cassava, fishery products and clothing. 

The CCFTA also provides more scope for Cambodia to stabilise its foreign trade 
amid the severe economic sanctions imposed by both the United States and the 
European Union. In August 2020, due to concern over human rights violations 
and lack of democracy in Cambodia, the European Union cut 20% of the tariff 
concessions on Cambodia's exports (Everything but Arms). In addition, the United 
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Fig. 6.1 Bilateral trade in goods between China and Cambodia. Source Ministry of Commerce of 
the People's Republic of China (2022, 2018) 


States has suspended its GSP preferences and imposed several economic sanctions 
on Cambodia. 

From a geopolitical perspective, Cambodia could use the CCFTA as a leveraging 
tool to mitigate the impacts of the Western economic sanctions by increasing its 
exports to China (Vannarith 2023). The CCFTA will also help the Chinese firms to 
export machinery, vehicles, electronic and telecommunication products to Cambodia. 

Based on its trade and economic ties with China, ASEAN, Japan and Republic 
of Korea, Cambodia has been one of the fastest-growing economies among ASEAN 
countries for the past decade. According to ASEAN Secretariat's statistics (2022), 
Cambodia's average annual growth rate was 5.796 between 2012 and 2021, due to 
the boom in garment and textile industries, tourism and infrastructure construction 
funded by the increasing foreign direct investment. With its rapid economic growth, 
urbanisation and dynamic young population, Cambodia has become a hotspot for 
foreign investors, including Chinese companies. 

Cambodia has been seen as one of the countries in Southeast Asia most supportive 
of the BRI, and it has been one of its major beneficiaries since 2013. Besides 
being the largest foreign investor in Cambodia, China is the Kingdom's biggest 
financier of transportation, hydropower plants and other infrastructure development. 
The Cambodian government views BRI implementation as important for boosting 
national economic and social development. It is therefore keen to ride on the BRI 
train to accelerate domestic infrastructure improvement and industrial take-off. 

BRI implementation during the Xi Jinping era has led to Cambodia becoming the 
closest partner and ally of China in Southeast Asia on geopolitical and geoeconomic 
collaboration. Several large Chinese-funded infrastructure projects in Cambodia 
have been completed and are in operation, including a 190-km-long expressway 
connecting Cambodia's capital, Phnom Penh, with the port city of Sihanoukville. 
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Due to the underdevelopment of its roads and port and maritime infrastructure, 
Cambodia has in the past been unable to bring down its high logistics costs or tap the 
potential of the coastal areas. Road transport accounts for over 9096 of Cambodia's 
passenger and freight movement. Meanwhile, the World Economic Forum's 2019 
report on infrastructure competitiveness described road infrastructure in Cambodia 
as being of poor quality due to such as inadequate roads and expressways, insufficient 
road maintenance, poor traffic safety and underdeveloped urban and rural transport 
infrastructure. 

Cambodia desperately needs foreign investment in its domestic infrastructure 
sector in order to realise its economic growth potential. According to the estimation by 
PWC in October 2022, to achieve sustained growth and improve social and economic 
standards among its population, Cambodia will need infrastructure investment of 
around US$28 billion in the period up to 2040. The poor quality of Cambodia's 
infrastructure is reflected in its ranking in the 2019 Global Competitiveness Report 
as 106th out of 141 economies. 

The Royal Government of Cambodia has over the past several years earmarked 
infrastructure development and connectivity improvement as priorities for enhancing 
Cambodia's integration into the ASEAN and global economy. Specifically, transport 
connectivity improvement (building roads, bridges, seaports, expressways, railways 
and airways), the expansion of energy coverage (power supply) and digital connec- 
tivity (fibre-optic infrastructure and modernising the mobile telephone network) 
are three areas at the top of the government's infrastructure development agenda. 
Cambodia welcomes foreign investment in its domestic infrastructure construction 
and other industrial sectors, including investment from China, due to its need to 
address the weaknesses in its economy. Cambodia attracted US$4.35 billion of fixed 
asset investment in 2021, while China accounted for over 5046 of the inflow of fixed 
asset investment to Cambodia. 

Under China's push for BRI implementation, there has been a massive inflow of 
Chinese investment to Cambodia for the past several years. In the years from 2013 to 
2021, accumulated Chinese investments in Cambodia totalled US$6.96 billion. In the 
year 2021 alone, Chinese investments to the Kingdom amounted to US$0.46 billion 
(Fig. 6.2), accounting for about 6796 of total inflow of foreign investment to 
Cambodia. China's economic presence is visible everywhere in the Kingdom, from 
the capital city of Phnom Penh to the coastal province of Sihanoukville. The Chinese 
are investing in sectors ranging from mining, energy, transport, digital communi- 
cation, agriculture and hotels to real estate and casinos. Chinese firms now have a 
50% market share in Cambodia's domestic construction sector via the BRI platform. 
According to Vasim Sorya (2023), Under Secretary of State at Cambodia's Ministry 
of Public Works and Transportation, the total value of BRI-affiliated projects, either 
completed or under construction, which have been financed with concessioned loans 
and grants from Chinese banks, is around US$3.2 billion. 

China’s economic and strategic influence in Cambodia has grown steadily over the 
past decade and China has been Cambodia’s largest source of foreign investment since 
2013. According to statistics from Cambodia’s Chamber of Commerce, Cambodia 
received US$18 billion from Greater China between mid-1994 and end-2021, far 
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Fig. 6.2 Inflow of Chinese investments to Cambodia. Source The ASEAN Secretariat database 


exceeding the Republic of Korea's US$4.9 billion and Singapore's US$2.7 billion. 
Greater China accounted for 43.9% of total foreign direct investment inflows to 
Cambodia during this period (Phanet 2022). Apparently, the COVID-19 pandemic 
has not affected the inflow of Chinese investment to Cambodia. Furthermore, in 
June 2021, the Cambodian firm Cellcard chose ZTE, a Chinese telecommunication 
equipment provider, as its 5G partner. 

Nevertheless, Cambodia has also developed close trade and economic ties with 
Japan and the Republic of Korea to mitigate the impacts of sanctions imposed by the 
United States and European Union. In particular, Japan's long-standing active diplo- 
macy in Southeast Asia has helped to develop cordial relations with Cambodia under 
Hun Sen. Nevertheless, Japan lags far behind China regarding economic and trade 
ties with Cambodia. China's overall trade and economic influence in the Kingdom 
is unparalleled by any other major power, including the United States and Japan. 

Compared to China, which is the top foreign investor in Cambodia and accounted 
for nearly half of the total inflow of FDI to the country in 2021, Japan only accounted 
for 5.9% of total inflow of foreign direct investment to Cambodia during the same year 
(National Bank of Cambodia 2022). In terms of bilateral trade, in 2020, China's trade 
volume with Cambodia (UA$8.12 billion) was almost five times larger than Japan's 
trade with Cambodia (US$ 1.69 billion). In addition, China was the top origin country 
for foreign tourist arrivals in Cambodia, accounting for 28.2% of total inbound tourist 
arrivals, compared to merely 0.9% of Cambodia's inbound tourists arriving from 
Japan (Ministry of Foreign Affairs and International Cooperation 2021). 


6.3 Positive Effects of Chinese Investments in Cambodia 111 


6.3 Positive Effects of Chinese Investments in Cambodia 


There are positive spillover effects of Chinese investments in terms of rapid cross- 
provincial infrastructure improvement and urban development in cities, and indus- 
trial development. As an example, the US$2 billion Phnom Penh-Sihanoukville 
Expressway, which was financed and built by China, has been operational since late 
2022. This 190 km-long expressway is the first expressway to be built in Cambodia. 
Since 2022, it has enhanced transport links between the capital of Cambodia and the 
coastal city of Sihanoukville by cutting in half the transportation time and logistics 
costs. 

The Chinese investment has led to an urban infrastructure boom in Cambodia's 
major cities such as Sihanoukville. This port city, which is located 226 km from 
Phnom Penh and has a population of around 200,000, once was a sleepy coastal 
town, but it is now being transformed into a modern metropolis with many high-rise 
buildings. 

Moreover, these Chinese investments enable the Cambodian governments to 
extract more tax revenue which can be used to improve the living standards of ordi- 
nary Cambodians through creating jobs and constructing transport facilities, schools 
and hospitals, in particular for the remote rural areas. 

The Sihanoukville Special Economic Zone (SSEZ) is a high-profile bilateral coop- 
eration project between China and Cambodia under the BRI. The SSEZ, which 
is focused on the garment and textile industries, houses 174 firms, over 85% of 
which are Chinese-run enterprises. Moreover, since the SSEZ became operational in 
March 2020, nearly 30,000 jobs for locals have been created. Besides contributing 
to Cambodia's industrial and social development, the SSEZ is also becoming the 
nation's largest export base. 

Tourism is one of the pillar industries of Cambodia's economy. In 2019, Cambodi's 
tourism revenue was US$4.92 billion, contributing 17.8% to Cambodia's gross 
domestic product (GDP) and directly creating 630,000 jobs for locals. Cambodia 
is a country with ancient civilisations; in particular, the “Khmer” civilisation is an 
attraction for tourists the world over. 

China was the biggest source of inbound foreign tourists for Cambodia during 
the pre-pandemic era. In 2019, Chinese tourists visiting Cambodia numbered 
2.36 million, accounting for 35.7% of the total number of foreign tourists visiting 
Cambodia, and almost equivalent to the total number of tourists from the second 
to eighth-largest source countries. However, the COVID-19 pandemic from 2020 to 
2021 hit the Cambodian economy hard and the government has had to implement 
various measures to mitigate its negative impact on businesses and people's incomes 
and to support economic recovery. Cambodian Prime Minister Hun Sen's visit to 
China in 2020 was intended to lay the foundation for attracting Chinese tourists after 
the epidemic and rejuvenating Cambodia's struggling tourism industry. Following 
China's recent reopening, it is likely that over one million Chinese tourists will visit 
the country in 2023, compared to merely 110,000 in 2022 (Xie 2023). 
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6.4 Issues and Challenges Under BRI Implementation 


Through becoming the largest investor and financier for Cambodia, China's influence 
in Cambodia has rapidly increased. Nevertheless, the massive inflow of Chinese 
investments and the influx of many Chinese to Cambodia have come at a price for 
the local community, since rental and property prices in the Kingdom have shot up 
over the past decade. 

In the case of Sihanoukville, Chinese investments are highly concentrated in the 
sectors of gambling, real estate, and resorts. Chinese-run casinos have mushroomed 
in the city in the past several years. The exact number of casinos is hard to know, 
but the estimation is between 30 and 80 (Fifield 2018; Faulder and Kawase 2018; Po 
and Heng 2019). According to the local authorities in Sihanoukville province, a rise 
in crimes such as kidnapping and gun violence has reportedly been associated with 
the increasing number of casinos in Sihanoukville city. 

China's economic presence in Cambodia in general, and Sihanoukville in partic- 
ular, has led to serious concerns among locals, who have voiced their anger on the 
Internet via social media and other platforms. Many feel strongly that the sense 
of “Cambodian-ness” has been lost in Sihanoukville. The locals even joke that 
Sihanoukville city should be renamed as “giant China Town" or *mini-Macau". 

In February 2018, as reported by the local Cambodian media, the then-Chinese 
Ambassador to Cambodia, Xiong Bo, stated that China would stand in solidarity 
with the Cambodian law and enforcement authorities to catch Chinese nationals 
who committed crimes in Cambodia. He further commented that “The Chinese 
government appeals to all Chinese people who live abroad to abide by the Cambo- 
dian laws, respect the country's customs and co-live peacefully with locals" (Suy 
2018). This unusual diplomatic gesture reflects the seriousness of a situation which 
required the Chinese government's top official representative to apologise for the 
crimes committed by Chinese nationals and attempt to pacify the anger expressed 
by local residents. 

A more worrying trend is that Chinese “black societies" might have infiltrated into 
the local Cambodian economy and society. Chinese criminal scam gangs are actively 
operating in Cambodia and are trafficking many poor or debt-saddled youngsters from 
the regional countries to trap them in scam call centres in Cambodia. 

The locals regard many Chinese as ignoring or disrespecting the Khmer language, 
culture and customs when doing business in Cambodia. The Chinese-invested indus- 
trial zones, restaurants and hotels often misspell Khmer words on their business signs 
and advertising boards. 

The Cambodian authorities always assert that the Chinese investment and 
Chinese-funded infrastructure projects are conducted in a transparent manner, and 
are beneficial to Cambodia's development. By bringing in tax revenue and creating 
job opportunities, the Chinese investments and infrastructure projects are seen as 
shoring up the legitimacy of the Cambodian government and the ruling Cambodian 
People's Party under Hun Sen. Although the Cambodian authorities are embracing 
Chinese investment, the effects are not always positive for the Cambodian general 
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public. Specifically, Chinese investors' business practices in Cambodia remain an 
issue (Phea 2020), with many local Cambodians believing that Chinese investments 
solely benefit the few ruling elites at the expense of financial, environmental and 
social impact on the local people in Cambodia. 

Evidently, Chinese tourists and merchants tend to buy from Chinese businesses 
and spend money in Chinese hotels and restaurants. Any trickle-down economic 
effect to local community is therefore limited. As shown in the case of Sihanoukville, 
the casinos, resorts and restaurants are often built by the Chinese and run by the 
Chinese. Most of their customers are Chinese. Essentially, Sihanoukville is becoming 
a playground for rich Chinese and a place for them to let their hair down. 

Lack of assessment of the environmental and social impacts of the Chinese-funded 
projects in Cambodia is an outstanding unresolved issue. For example, the Chinese- 
built beach resorts in Sihanoukville, such as the Golden Silver Golf resort, located 
at the Ream National Park and about 28 km from downtown Sihanoukville, were 
accused of having hazardous effects on forests containing valuable Siamese rosewood 
trees, and thus threatening local biodiversity (Po and Heng 2019). 

According to Vannarith (2021) from the Asian Vision Institute, an independent 
think tank based in Cambodia, none of the major Chinese state-owned enterprises 
that have invested and operated in Cambodia (namely the China Road and Bridge 
Group, China Huaneng Group, Yunnan Construction Investment Group and Bank of 
China) have formulated any environmental, social and governance (ESG) policies at 
the corporate governance level for implementation in their operations. As is common 
practice among Chinese firms and business persons under BRI implementation in 
Southeast Asia, they tend to solely pursue their financial interests and profit maximi- 
sation from their investments in Cambodia, at the expense of local environmental 
and social considerations. 

“The love-hate” or “rewards-risk” relationship with Chinese investment is most 
evident in the coastal city of Sihanoukville. While the massive Chinese investment 
in real estate and other service industries has brought about a construction boom in 
Sihanoukville, fast-rising housing prices, corruption and the surge in crime associated 
with the Chinese-invested casinos are generating bad press and anger among the local 
community in Cambodia, which, if left unchecked, could damage China's ties with 
Cambodia and Cambodians' perception and image of China. 

The adverse social and environmental impacts on the local people that have accom- 
panied the massive inflow of Chinese investment, business persons and migrants have 
led to rising anti-Chinese sentiment among many Cambodians. They are concerned 
that their country is being taken over by the Chinese. In interviews conducted with 
Cambodian officials and business elites, they urged their government to diversify the 
sources of foreign direct investment and to reduce Cambodia's over dependence on 
Chinese investments. More importantly, they view Cambodia's one-sided pro-China 
stance as risky and potentially harmful to its national interests, and, in the long term, 


114 6 Riding on the BRI Train: Issues Relating to China's Strengthening Ties ... 


would prefer Cambodia to take a “balance of power" diplomatic stance by strength- 
ening its engagement with other powers, such as the United States, Japan and the 
European Union.! 

To the older generation of Cambodians, Mao's support of the Khmer Rouge 
regime, which shared a similar ideological stance to the Chinese Communist Party 
in that era, still leaves lingering suspicions. The Khmer Rouge, led by the dictator 
Pol Pot, was a brutal regime that ruled Cambodia between 1975 and 1979, following 
the Cambodian civil war. It was estimated that about 2 million Cambodian people 
were killed at the hands of the Khmer Rouge in its campaign of mass violence and 
genocide, representing a quarter of Cambodia's population (Dunst 2020). 

According to the latest State of Southeast Asia 2023 Survey Report (ISEAS-Yusof 
Ishak Institute, 2023), only 2.296 of the respondents from Cambodia had utmost 
confidence that China would seek to maintain the rules-based order and uphold 
international law, down from 65.4% in the 2022 Survey Report. When asked which 
they would choose if ASEAN were forced to align itself with one of the two strategic 
rivals, 73.196 of respondents from Cambodia chose the United States, and only 26.9% 
picked China in the 2023 Survey Report. However, when asked the same question in 
the 2022 survey, 81.5% of the Cambodian respondents had voted for China. Beijing 
would do well to take note of this significant shift in attitude towards China among 
the Cambodian elites. 

Indeed, Cambodia's overall foreign debt has been exacerbated due to the sharp 
increase attributed to BRI projects such as the expressway and seaport upgrading. 
Over 4196 of Cambodia's accumulated external debt is estimated to be held by 
China (an approximate US$4.05 billion or 15% of Cambodia's GDP). China is 
Cambodia's largest creditor, accounting for 41.796 of its total foreign debt (esti- 
mated at US$9.47 billion), according to the statistics released by Cambodia’s General 
Department of International Cooperation and Debt Management (2022). Cambodia, a 
small and underdeveloped economy with a population of around 16.59 million, will 
find it a challenging task to repay this massive foreign debt. 

Nevertheless, given its small economic and population size, foreign trade and 
investment will be always important for boosting Cambodia's economy. Chinese 
investment will therefore continue to be an important source of local economic 
growth. Meanwhile, since Cambodia is China's close ally and large-scale infrastruc- 
ture construction plays a flagship role in mainland Southeast Asia under the BRI, 
it is not in China's interest to bankrupt Cambodia over its infrastructure projects. 
This would generate a negative image of China's BRI that would hamper its future 
implementation, regionally as well as globally. 

Both countries will have to promote the BRI in a more transparent, accountable, 
and inclusive manner to ensure the projects are truly beneficial to the local commu- 
nities, economically, socially and environmentally. This will entail conducting due 
environmental and social impact assessments and strictly abiding by their findings 
during the construction and operation of future projects. 


! Interviews with senior officials, scholars and businessmen in both Phnom Penh and Sihanoukville, 
Cambodia, were conducted on 15-16 June 2023. 
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Moreover, Chinese merchants, tourists and migrants need to understand the Khmer 
history, language, culture and customs. This is important not only for helping the 
Chinese to integrate into the local community in Cambodia but also for improving 
China's image and easing the local dissatisfaction about Chinese investments and 
the influx of Chinese people. Addressing these issues would help to convince 
Cambodians of the equal benefits and win—win potential of BRI participation. 
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Chapter 7 A) 
China’s Efforts to Deepen Its Ties get 
with the Middle Eastern Countries: The 

Case of Saudi Arabia and Iran 


7.1 Xi's Visit to Saudi Arabia 


The trip to Saudi Arabia by President Xi Jinping in December 2022 came shortly 
after he won a third term as China's paramount leader at the 20th National Congress 
of the Chinese Communist Party in late October 2022. It also represents one of 
the Chinese leader's first overseas trips for high-profile diplomacy after an almost 
three-year hiatus due to the global COVID-19 pandemic. 

Xi was feted with a lavish reception by his Saudi counterpart, the Saudi Crown 
Prince and de facto ruler, Mohammed Bin Salman. When Xi's aeroplane entered 
the Saudi airspace, four fighter jets from the Air Force of Saudi Arabia escorted the 
plane. These were also joined by six other planes that formed red and yellow contrails 
in a show of respect for the Chinese flag. Later, President Xi's car was greeted with 
a horseback parade at the Al Yamamah Royal Palace in Riyadh. All these gestures 
were symbolic, demonstrating the rise of Sino-Saudi relations. 

It was President Xi's second visit to the Kingdom of Saudi Arabia since 2016. 
President Xi's visit to Riyadh is part of China's strategy to deepen its relations with the 
developing world, amid the United States' realignment with its allies and other like- 
minded partners under the Biden administration. The hero's welcome received by Xi 
stood in sharp contrast to an earlier bilateral meeting between American President 
Biden and Saudi Crown Prince Mohammed bin Salmon, where the former sought to 
avoid a handshake with a fist bump that looked weird and awkward. And the Saudi 
leader will surely not forget that President Biden once vowed to make Saudi Arabia 
a "pariah state" after the murder of Saudi journalist Jamal Khashoggi. 

As part of their strategy to develop a global Saudi Arabia (see Map 7.1 for 
geographical location) and expand its ties with other countries in addition to the 
United States, the Saudi leaders are pursuing a visible strategic relationship with 
China, the world's second-largest economy. Bilateral trade between China and Saudi 
Arabia reached appropriately US$87.31 billion in 2021. China has already become 


© The Author(s) 2024 119 
H. Yu, Understanding China's Belt and Road Initiative, Asia in Transition 26, 
https://doi.org/10.1007/978-981-99-9633-9 7 


120 7 China's Efforts to Deepen Its Ties with the Middle Eastern Countries ... 


> 


Map 7.1 Location of Saudi Arabia and Iran 


Saudi Arabia’s largest trading partner and the largest consumer of Saudi oil and 
petrochemical products. 

Meanwhile, China sees the Kingdom of Saudi Arabia as both an influential country 
in the Middle East and a rising power itself, with strategic significance in the emerging 
multipolar world. To China, Saudi Arabia is an influential Muslim country. The 
Kingdom’s endorsement is crucial for Beijing to gain international support from 
other Muslim countries in maintaining the stability of Xinjiang, one of the most 
troubled and politically sensitive regions in China, which is home to the ethnic 
Uyghur minority. 

Both Beijing and Riyadh anticipate pursuing continuous domestic economic 
development by diversifying and globalizing their economies. During President Xi's 
three-day visit to Riyadh, both countries signed “The Comprehensive Strategic Part- 
nership Agreement between the People’s Republic of China and the Kingdom of 
Saudi Arabia”, “Joint Statement Between the People’s Republic of China and the 
Kingdom of Saudi Arabia” (Ministry of Foreign Affairs of the People’s Republic of 
China 2022). In addition, a series of bilateral commercial agreements worth up to 
US$30 billion were signed, although these agreements are not binding. These agree- 
ments will no doubt strengthen the economic ties between Beijing and Riyadh and 
bring the Kingdom closer to China’s Belt and Road Initiative circle. One of these 
agreements is between the Saudi-based Sumou and China-based ENOVATE Motors 
to build an electric vehicle plant in the Kingdom with a capacity of up to 100,000 
cars per year. 

In the Joint Statement Between the People’s Republic of China and the Kingdom 
of Saudi Arabia, which was signed by Saudi King of Salman bin Abdulaziz Al 
Saud and President Xi in December 2022, both countries reaffirmed that they will 
continue to firmly support each other's core national interests, support each other 
in safeguarding national sovereignty and territorial integrity, including Taiwan. To 
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coordinate their development, China and Saudi Arabia agreed that their respective 
leaders will hold biannual meetings. 

President Xi's trip to Saudi Arabia has largely been viewed through the lens of 
U.S.-Saudi relations by the international media coverage. The Kingdom sees China 
as a reliable alternative to the United States in the emerging multipolar world. To 
further strengthen its ties with China, the Saudi leader wants to develop oil-rich 
Saudi Arabia into a self-reliant power, with a thriving economy, a stable society and 
a capable national defence. To play a more influential role in the regional and global 
affairs, Saudi Arabia wants to obtain full membership of both the Shanghai Coop- 
eration Organization (SCO) and the BRICS (Brazil, Russia, India, China and South 
Africa) grouping. China has also become a key player in many regional coopera- 
tion institutions, such as BRICS and SCO. Thus, obtaining Beijing's endorsement is 
crucial for Saudi Arabia's bid for membership of both organizations. 

As part of its overall strategy to deal with the rise of China, the United States 
is shifting its focus from the Middle East to the Indo-Pacific region. U.S.-Saudi 
relations have become strained in the aftermath of the Saudi assassination of the 
journalist, Jamal Khashoggi, and the Saudi-led OPEC’s decision to cut oil production 
by around two million barrels a day. President Biden warned the Saudi leadership that 
the United States would reassess its ties with Saudi Arabia (Al-Atrush and White 
2022). In contrast, China's silence on the murder of the Saudi journalist in Saudi 
Arabia's Istanbul consulate has reinforced the Saudi leader's belief that its view on 
the region and the world is more closely aligned with Beijing's than those of Western 
capitals. 

During his three-day visit to Riyadh, the Chinese President also attended the 
China-Arab States Summit and the China-GCC (Gulf Cooperation Council) Summit. 
The China-Arab States Summit, the first of its kind ever to be held, was attended 
by nearly 20 Arab leaders from the region. It was hailed by the Chinese officials as 
a milestone in Sino-Arab relations. Besides the co-hosts, Xi Jinping and the Saudi 
Crown Prince Mohammed Bin Salman, President Abdel Fattah El-Sissi of Egypt, 
Qatar's Emir Tamim bin Hamad Al Thani, King Hamad bin Isa Al Khalifah of Bahrain 
and the Crown Prince of Kuwait, Sheikh Mishal Al-Ahmad Al-Jaber Al-Sabah, were 
among the high-profile leaders who attended the summit. This was China’s largest 
and highest-level diplomatic interaction with the Arab world since the founding of 
the People’s Republic of China in 1949. Xi’s visit signals that there will be no slowing 
down in China’s economic engagement with the world in the post-COVID-19 era. 

Bilateral trade between China and the Arab countries reached over US$300 billion 
in 2021. China has become one of the largest trading partners for the Arab countries. 
While the shifting of global power dynamics has increased the appeal of China within 
the Middle East region, the much-anticipated China-GCC Free Trade Agreement is 
yet to be finalized, mainly due to disagreements over oil tariffs. 

Amidst the shift of U.S. strategic priorities away from the Middle East and the 
strained relations between the U.S. and Saudi Arabia, the Saudi leadership is seeking 
to diversify its foreign relations by forging partnerships with other emerging powers, 
including China, India, the Republic of Korea, and Indonesia. Concurrently, Beijing is 
grabbing a golden opportunity to capitalize on the strained relations between Saudi 
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Arabia and the United States by securing a foothold in the resource-rich Middle 
East. China pursues a carefully crafted “balanced” foreign policy in the Middle East. 
Beijing has made efforts to strengthen its strategic ties with the Arab world. In the 
meanwhile, China has established good diplomatic, economic, cultural and military 
ties with Israel and Iran too. 

In view of the complex situation and diplomatic relations in the Middle East, 
China has adopted a strategic approach of balanced diplomacy in the Middle East 
and not wanted to be involved in regional disputes and bilateral conflicts. President 
Xi's interactions with his counterparts in the region are a testament to this approach. 
Xi Jinping made a state visit to Saudi Arabia in December 2022, while he warmly 
greeted Iranian President Ebrahim Raisi in Beijing by rolling out the red carpet and 
with a 21-gun salute during his visit to Beijing in February 2023. With the support 
from China, Iran became a full member of the Shanghai Cooperation Organization 
in 2021. 

Unlike the American approach of supporting one side against the other and 
creating division in the Middle East, China is playing a delicate diplomatic balancing 
role by trying to bring together the rival parties in the region. Balancing is a diplo- 
matic strategy used by China to maintain stable power relations between itself and 
other Persian Gulf states or groups of states in the region, which involves using the 
tools of hard and soft power. China is willing to promote economic and trade ties 
and develop cooperation without political strings attached. China wants to project 
an image of a trusted but neutral power in the region by forging friendships with all 
countries in the region, big and small, democratic, or authoritarian. 


7.3 Energy as the Core of the Bilateral Ties Between China 
and Saudi Arabia 


Against the backdrop of Chinese economic growth and the boom in its export- 
oriented manufacturing industries over the last two decades, China's demands for oil, 
gas and other commodities have rapidly increased accordingly. According to China 
Customs data, China's total crude oil imports had increased to 542.39 million tonnes 
in 2020 from 335.5 million tonnes in 2015, although they dopped slightly in 2021 
due to the COVID-19 pandemic, local lockdowns and factory shutdowns in certain 
localities in China (Fig. 7.1). China imports annually a very substantial amount of oil 
to meet its domestic economic demand, sourced from a variety of countries. In 2021, 
China's total spending on crude oil imports sat at US$257.3 billion, compared to 
the corresponding figure of US$134.5 billion in 2015 (Fig. 7.2). To power domestic 
manufacturing and economic growth, China has to spend heavily on energy imports 
due to its own inadequate domestic supply. In fact, after semiconductors (chips), 
energy was its second-largest import in terms of value. 
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Fig. 7.1 China's total crude oil imports, 2015-2021. Source Qianzhan Industry Research Institute, 
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Fig. 7.3 Top 10 suppliers of crude oil to China in 2021. Source China Customs, 2022 


Since the Chinese leadership started to shift its “Zero COVID-19" pandemic 
containment policy to a “live with COVID-19" strategy in late 2022, China has grad- 
ually been reopening its economy, and industrial production will certainly gradually 
recover to pre-pandemic levels. China's demand for energy and commodities will 
concomitantly bounce back. 

According to Fig. 7.3, in 2021, five Arab countries including, Saudi Arabia, Iraq, 
Oman, United Arab Emirates and Kuwait, were among China's top 10 sources of 
imported oil. The Arab states combined supplied 212.57 million tonnes oil to China 
in 2021, accounting for appropriately half of China's total imports of crude (estimated 
at 512.98 million tonnes). The Arab states play a pivotal role in supplying energy to 
power China's domestic industrial and economic development. China is reliant on 
the energy-rich Arab nations for its energy security. 

Saudi Arabia is the world's top oil exporter, while China is the largest buyer of 
Saudi oil and the world's biggest energy consumer. In 2021, it bought around 16.596 
of total oil production by Saudi Arabia. Figure 7.3, which lists the ten top suppliers 
of crude oil to China in 2021, shows that Saudi Arabia was the top-ranking supplier 
of oil to China in that year. China imported 87.57 million tonnes of crude oil from the 
Kingdom, accounting for 1796 of China's total imported oil. Energy collaboration was 
the core of all discussions between Xi and his Saudi counterpart. Energy serves as the 
bedrock of the partnership between Beijing and Riyadh. Both countries reaffirmed 
their cooperation on achieving stability of global energy markets. As stated in the 
Joint Statement: 


In terms of energy, the two sides emphasized that strengthening energy cooperation is a 
manifestation of the important strategic partnership between the two countries. Saudi Arabia 
is rich in oil resources, and China has a vast market. The two sides mentioned the scale of oil 
trade between the two countries and a good foundation for cooperation. It is in the common 


7.3 China's Ties with the Middle Eastern Countries Under the BRI 125 


interests of China and Saudi Arabia to promote and consolidate bilateral cooperation in the 
oil field. The two sides emphasized the importance of stability in the global oil market. China 
welcomes Saudi Arabia's role in supporting the balance and stability of the global oil market, 
and welcomes Saudi Arabia as a major and reliable source of crude oil for China. 


The Sino-Saudi economic cooperation is mainly centred on energy and infrastruc- 
ture construction, including buying oil from Saudi Arabia and investing considerably 
in each other's critical oil and petrochemical refinery infrastructure. On the one hand, 
in early 2022, Aramco, the Saudi state oil conglomerate, made a decision to invest in 
a refinery and petrochemical complex in Liaoning Province, China's heavy industry 
heartland. The project was worth US$10 billion, and it is expected to be operational 
in 2024, combining a 300,000-bpd refinery and 1.5 million tonnes per year ethy- 
lene plant, with Aramco set to supply up to 210,000 bpd of crude oil. This project 
marks the Kingdom's single largest investment in China. Aramco's other investments 
in China include a 25% stake in the Refinery and Petrochemical Company Ltd in 
Fujian province, which is controlled by Sinopec. The project began in 2008 to operate 
a 280,000-bpd refinery and a 1.1 million tonne per year ethylene plant. On the other, 
China's state oil giant, Sinopec (China Petroleum & Chemical Corporation) owns a 
37.596 stake in the Yanbu Aramco Sinopec Refinery Co, which is located on the coast 
of the Red Sea. The Yanbu project is a joint venture between Sinopec and Aramco 
that operates a 400,000-bpd refinery. 


7.3 China's Ties with the Middle Eastern Countries Under 
the BRI 


China sees the GCC states and the entire Middle East as a promising emerging market 
for Chinese companies. Importantly, the region was situated along the historical Silk 
Road and is now involved in its modern version, the Belt and Road Initiative (BRI). 
China is pushing hard for the implementation of the BRI by expanding its trade and 
increasing investment in the region. In 2021, China's total trade volume with the 
Middle Eastern countries reached US$259 billion. 

The BRI is the hallmark of China’s emergence. Through this platform, China is 
rapidly extending its economic influence in Asia and other parts of the world. The 
rise of China and its growing clout in the world have enhanced its leaders’ confidence 
and the ambition to continue to promote and implement the BRI internationally (Yu 
2022a). The BRI serves as the new cooperation platform to advance China’s relations 
with the Arab world. The BRI is helping to expand member countries’ cooperation 
in various areas covering infrastructure financing and construction, energy, finance, 
industrial parks, manufacturing, telecommunication technology, high-tech industry, 
tourism, education and cultural exchanges. Beijing aims to expand its trade, invest- 
ment and economic ties with the region, as well as expand its influence amid the BRI 
push, slowly but steadily. 
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Saudi Arabia and Iran both served as important regional transportation and trade 
hubs along the ancient Silk Road, where silk was traded as a commodity between the 
Arab, Persian and Chinese merchants. Through Arabia and Persia, China established 
a trade and transportation route to Europe. Hence, China's new strategic partnership 
with both countries could facilitate deepening of BRI implementation in the region. 
China hopes to counter the confrontation and containment of the United States and 
allied allies by strengthening its relations with both Iran and Saudi Arabia, further 
advancing the BRI in the Middle East and expanding its circle of partners and friends 
of China's strategy. China's warming relations with both Saudi Arabia and Iran will 
help strengthen China's strategic influence in the region. 

With its rise in the region and beyond, China has interests that go far beyond 
the Asia-Pacific region. Xi's visit to Riyadh amounted to far more than boosting 
energy cooperation between the two countries. China plans to train 1500 police and 
cybersecurity officials to deepen the security cooperation between China and the 
Arab countries. It also seeks to play a more important role in resolving many long- 
standing conflicts and crises afflicting the region, ranging from the rivalry between 
Iran and other Arab states to the Israeli-Palestinian conflict. The recent development 
of rapprochement between Saudi Arabia and Iran, which was facilitated by China, 
is such a case in point. 

Under the BRI framework, China's increasing influence has greatly unsettled the 
existing global landscape and geopolitics. The BRI has attracted increasing attention 
from the international community. According to official data from China, 150 nations 
(including all Arab and GCC States) had signed various BRI cooperation agree- 
ments with China by the end of 2022. Since launching the BRI in 2013, China has 
spent billions on overseas investments and construction contracts for BRI projects 
in more than 100 nations. The BRI is currently the world's largest geoeconomic 
initiative, involving 150 countries. The other major Western-oriented infrastructure 
initiatives, namely the European Union's Global Gateway, the United States’ Bule 
Dot Network, Japan's Quality Infrastructure Investment and the G7's Partnership for 
Global Infrastructure and Investment have not yet produced enough geoeconomic 
momentum globally to seriously rival the BRI (Yu September 2022b). 

Chinese investment in the infrastructure construction industries is welcomed by 
the Middle Eastern countries, particularly those countries affected by conflicts, as 
a source for boosting economic growth and industrial take-off. Calabrese (2022) 
argues that China’s push for the BRI in the region is expanding from its primary 
focus on infrastructure construction to the health, science and technology and digital 
domains. 

China has cemented its ties with Saudi Arabia and the other Gulf states over the 
past decade, Qatar being a case in point. Qatar recently hosted the 2022 FIFA World 
Cup, marking the first time the World Cup has been held in an Arab country. Despite 
not qualifying for the World Cup finals, China’s influence was to be seen everywhere 
at the Qatar World Cup 2022, ranging from the construction of stadiums, including the 
Lusail Stadium, the main stadium for the 2022 World Cup and worth US$764 million, 
the development of the Al Kharsash Solar Power Plant, which served as one of the 
main power sources for the tournament, to provision of electrical vehicles operating 
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within the sport venues and souvenirs made by Chinese factories (Rakhmat and 
Purnama 2022). According to GlobalData, a London-based information services 
firm, Chinese companies were among the main sponsors for the tournament, with 
their sponsorship revenue sitting at US$1.4 billion, in contrast to US$1.1 billion from 
U.S. firms. 


7.4 The Saudi Arabia-Iran Deal Mediated by China: 
A Major Geopolitical Shift in the Middle East 


Saudi Arabia and Iran are leaders of the two largest sects of Islam, with Riyadh 
considering itself the guardian of Sunnis and Iran assuming a similar guardian role 
for Shiites. The Sunni majority in Saudi Arabia and the Shia majority in Iran have 
long seen each other as a threatening power with its eyes on regional dominance. 
Their relations have been highly complicated and contentious, which has affected 
regional peace and security in the Middle East. 

The rapprochement between Saudi Arabia and Iran, which was facilitated by 
China, took the region and the world by surprise. Following four days of secret talks 
in Beijing in March 2023 between Musaad bin Mohammed al-Aiban, Saudi Arabia's 
Minister of State, and Ali Shamkhani, National Security Advisor and Secretary of 
Iran's Supreme National Security Council, Saudi Arabia and Iran agreed to restore 
their diplomatic ties, to reopen embassies within two months, and to prepare for 
exchange of ambassadors, according to the tripartite joint statement signed by Saudi 
Arabia, Iran and China on 10 March 2023. Both countries have further agreed to 
put aside their respective concerns and differences and to open a new page in their 
bilateral relations. In addition, Saudi Arabia and Iran have agreed to abide by the 
principle of sovereignty, non-interference in each other's internal affairs, and jointly 
work to maintain long-term peace and stability in the region. Both countries also 
agreed to activate a bilateral security cooperation agreement signed in 2001, and a 
general agreement on economy, trade, investment, scientific research and technology, 
which was signed in 1998, according to the tripartite joint statement (Ministry of 
Foreign Affairs of the People's Republic of China 20232). 

Saudi Arabia cut its diplomatic ties with Iran in January 2016 after angry Iranian 
protestors stormed its embassy in Tehran following Riyadh's execution of a promi- 
nent Shia Muslim cleric. The signing of the agreement signifies both countries could 
be ending seven years of estrangement and hostility. The development marks a major 
geopolitical shiftin the Middle East. The China-brokered agreement reached by Saudi 
Arabia and Iran has sent multifaceted messages across the region and beyond. 

First, the Saudi-Iran agreementis expected to reestablish development and security 
in the region. The Saudi Arabia-Iran agreement is both historical and symbolic, and 
it could help to de-escalate the tensions between the two countries and ensure badly 
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needed long-term peace and stability in the region. The deal could generate wide- 
reaching implications for the Middle East. It is expected to boost regional cooperation 
among the Persian Gulf countries and other Islamic countries. 

China has stunned the Middle East and the world by achieving an unexpected 
diplomatic breakthrough. Wang Yi, China's top diplomat and director of the Chinese 
Communist Party Central Foreign Affairs Office, claimed, while chairing the closing 
ceremony of the Beijing dialogue among Saudi Arabia, Iran and China, that the deal 
is a victory for peace and diplomacy. This Saudi-Iran reproachment has become a 
successful practice of China's Global Security Initiative (Ministry of Foreign Affairs 
of the People's Republic of China 2023b). 

Second, Saudi Arabia and Iran are the two most powerful countries in the Middle 
East, and both are influential powers in the Muslim world. The Iran-Saudi Arabia deal 
could cause a “ripple effect" in the security arrangements and geostrategic landscape 
for the region. It could also pave the way to finally ending the conflicts and security 
crises in Yemen, Lebanon and Syria. António Guterres, the United Nations' Secretary 
General, remarked that the deal is a very positive development, and he thanked China 
for brokering the deal and helping to ensure durable peace and security in the region 
(Reuters March 2023). 

Third, the Saudi Arabia-Iran deal shows Beijing's influence in the region is sharply 
increasing. Saudi Arabia and Iran both thanked China for hosting the peace talks and 
its leadership role in them (Turak 2023). President Xi Jinping was personally involved 
in brokering the Saudi-Iranian agreement, having expressed to Saudi Crown Prince 
Mohammed bin Salman during his visit to Riyadh in December 2022 that Beijing 
could play a "bridge" role between Saudi Arabia and Iran. Before that, China rarely 
became involved in solving regional conflicts as either a meditator or external player 
which could change the balance of power in the Middle East. Beijing is clearly 
becoming far more proactive and forthcoming in its foreign policy towards the region. 
Both countries now view China as not only an important trade and economic partner, 
but also as a security partner in the region. 

Both Saudi Arabia and Iran are rich in oil resources. Their economies are highly 
dependent on oil exports. China is the world's largest oil consumer and the largest oil 
importer. In this sense, China is not just a general buyer for Saudi and Iranian energy 
products, but their primary strategic customer. China's influence on both countries’ 
economies has been rising in recent years, and China is their most important export 
market and largest trading partner. 

Justas the United States is seeking a strategic pivot to the Indo-Pacific region based 
on reducing its involvement in the Middle East, China is seizing the opportunity to 
step into the region. The Americans' rushed withdrawal from Afghanistan in 2021 
reinforced the impression formed by many Middle Eastern countries that the United 
States is withdrawing from the region (Parsi and Aljabri 2023). More important, as 
it is the largest trading partner and the top energy buyer for both Saudi Arabia and 
Iran, China has the economic leverage to influence both countries. It can capitalize 
this leverage to take on the significant role of power broker in the Middle East which 
was traditionally held by the United States. 
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By brokering the Riyadh-Tehran deal, China has established itself as a reliable 
and trusted meditator for both countries. China has played a pivotal role in mediating 
the agreement on normalizing diplomatic relations between Riyadh and Tehran and 
bringing reconciliation between the two long-term arch-rivals. In addition to the trade 
and economic arenas, China's greater involvement in regional security and conflict 
mediation is welcomed by the regional countries. As stated in the following extract 
from the tripartite joint statement: 


In response to the positive initiative of President Xi Jinping of the People's Republic of 
China on China's support for the Kingdom of Saudi Arabia and the Islamic Republic of 
Iran to develop good-neighborly and friendly relations, according to the agreement reached 
by President Xi Jinping and the leaders of Saudi Arabia and Iran on China's hosting and 
supporting the talks between Saudi Arabia and Iran Consensus, in order to resolve their 
differences through dialogue and diplomacy within the framework of fraternal relations, to 
abide by the purposes and principles of the Charter of the United Nations, the Charter of the 
Organization of Islamic Cooperation, as well as international regulations and practices, the 
Saudi Minister of State, cabinet members, National Security Adviser Musaid bin Mohammad 
Alban and Iran's Supreme National Security Council Secretary Ali Shamkhani respectively 
led Saudi and Iranian delegations to hold talks in Beijing from March 6 to 10, 2023. 


China has long advocated that conflicts and differences in the world should be 
resolved peacefully and politically through dialogue and negotiations, as reflected 
in the Global Security Initiative (GSI), which was first proposed by President Xi 
Jinping in April 2022. The official concept paper of the GSI calls on countries to 
adapt to the profoundly changing international landscape in a spirit of solidarity, and 
address the complex and intertwined security challenges with a win—win mindset. 
The GSI aims to eliminate the root causes of international conflicts, improve global 
security governance, encourage joint international efforts to bring more stability and 
certainty to a volatile and changing era and promote durable peace and development 
in the world. The core concepts and principles of the GSI refer to the following 
six points: stay committed to the vision of common, comprehensive, cooperative 
and sustainable security; stay committed to respecting the sovereignty and territorial 
integrity of all countries; stay committed to abiding by the purposes and principles of 
the United Nation Charter; stay committed to taking the legitimate security concerns 
of all countries seriously; stay committed to peacefully resolving differences and 
disputes between countries through dialogue and consultation; and stay committed 
to maintaining security in both traditional and non-traditional domains (Ministry of 
Foreign Affairs of the People's Republic of China 2023c). 

Fourth, Beijing has a long-term geostrategic plan to insert China not only into 
economic areas but also the overall security arrangements of the region. By stepping 
up its efforts in the region, China is competing with the United States for influence 
in the Middle East. The agreement reached in Beijing demonstrates that China has 
ability to project its power and diplomatic influence beyond the Asia-Pacific region. 
China is becoming an indispensable power, politically and economically, in a region 
where it has long been geostrategically dominated by the United States. 

Its successful brokering of the agreement between Saudi Arabia and Iran is telling 
the world that Beijing can do big things, while Washington is simply incapable of 
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making such a deal between these two long-term arch-rivals. Iran has long been 
considered by the United States as a foe and a security threat. The United States 
has long accused Iran of backing terrorist groups or armed militias in the region. 
Meanwhile, Saudi Arabia is a long-term security ally of the United States in the 
Middle East. Nevertheless, both Iran and Saudi Arabia seem to be determined to 
implement foreign policies which are independent from those of the West in general 
and the United States in particular. 

The China-mediated agreement is not only a big victory for China's diplomacy, but 
also it strikes a major blow against American's foreign policy towards the Middle 
East. It could signal the waning of American influence in the region. The China- 
mediated Saudi Arabia-Iran agreement presents an alternative to a Washington-led 
order in the region. As a New York Times report commented (Baker 2023): 


The Americans, who have been the central actors in the Middle East for the past three-quarters 
of a century, almost always the ones in the room where it happened, now find themselves on 
the sidelines during a moment of significant change. The Chinese, who for years played only 
a secondary role in the region, have suddenly transformed themselves into the new power 
player. 


The objective of China's foreign policy towards the Middle East is to seek strategic 
balance, but not regional control and domination. Without taking sides or getting 
entangled in their disputes, Beijing could avoid being perceived as a party in the 
conflicts and has won praises from countries in the region. Beijing's approach has 
enabled it to rise as a credible power that can mediate conflicts and resolve disputes. 

By strengthening its ties with Saudi Arabia, China has been developing close 
relations with Iran for the past decade. Both China and Iran are facing the pressures 
of US sanctions and geopolitical competition from the West. In March 2021, Wang 
Yi's visit to six Middle Eastern countries, in particular, Iran, attracted much attention 
from the international community. During Wang Yi's visit to Iraq, he and then Iranian 
Foreign Minister Zarif formally signed on behalf of the two governments the Agree- 
ment on “Comprehensive Cooperation between the People's Republic of China and 
the Islamic Republic of Iran" for the next 25 years (China-Iran Comprehensive Coop- 
eration Plan). This plan injects substance into China's strategic partnership with Iran. 
According to publicly available information, the China-Iran Comprehensive Cooper- 
ation Plan lays out a roadmap for future comprehensive cooperation between the two 
countries and is a strategic framework guiding the development of bilateral relations. 
The agreement covers politics, economy, energy, finance, infrastructure construction, 
defence security and a wide range of other fields such as medical and health care 
and people-to-people exchanges. Despite domestic opposition to the partnership, the 
Iranian leadership has given due consideration to ending Iran's isolation and coun- 
tering the US sanctions. Ayatollah Ali Hosseini Khamenei has explicitly supported 
the deepening of Iran's cooperation with China and the agreement, clearing the path 
for its signing. 

Iran, with a population of more than 83 million, is a young country that has 
great consumption potential. China hopes that its signing and implementing of the 
China-Iran Comprehensive Cooperation Plan will help Chinese enterprises further 
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expand into the Iranian market through their exports of goods and services. Iran has 
an especially urgent need to improve its infrastructure facilities, including domestic 
roads, airports, ports and power stations, and improve the efficiency of transporta- 
tion, logistics and transportation. According to the World Economic Forum's Global 
Competitiveness Report 2019, Iran ranks very low internationally in areas such as 
road quality, port operational efficiency, air transport, power supply and telecom- 
munications infrastructure. Iran's need to improve infrastructure and operational 
efficiency provides opportunities for Chinese companies to enter relevant markets. 

Trade with China accounted for more than a quarter of Iran's total foreign trade in 
2019. Many Chinese enterprises have long been involved in Iran's domestic economic 
development, industry and infrastructure construction. Despite the US sanctions, 
China has not stopped importing oil and energy products from Iran. To avoid and 
reduce transaction risks due to the sanctions, China has continued to import Iranian 
oil through third parties and unofficial channels. According to data from Refinitiv 
Oil Research, China imported 17.8 million tonnes of Iranian crude oil, averaging 
about 300,000 barrels per day, during the 14-month period from January 2020 to 
February 2021. On the one hand, in the face of US sanctions and blockade, Iran 
urgently needs foreign investment, technology and expansion of trade space, and the 
implementation of the China-Iran Comprehensive Cooperation Plan will allow Iran 
to cope with economic difficulties and provide urgently needed foreign investment 
in domestic infrastructure. On the other hand, the agreement will also allow China 
to obtain a stable supply of oil from Iran at a more favourable price, which will help 
to further strengthen China's energy import diversification strategy and ensure its 
domestic energy security (Yu 2021). 

The China-mediated agreement between Riyadh and Tehran indicates that its 
policy towards the region is quite effective and forceful. China is emerging as the 
new power broker in the Middle East, a region burdened by crises and conflicts. 
After successfully brokering the reestablishment of diplomatic ties between Saudi 
Arabia and Iran, Beijing could turn its attention to other hotspot issues, such as the 
long-standing Israeli-Palestinian conflict. 


7.5 Limitations of the Sino-Saudi Economic Ties 


Although bilateral trade between Beijing and Riyadh is increasing, it remains 
narrowly based. The bulk of imports from the Kingdom to China has consisted 
of crude oil and petrochemical products. China's trade deficit with Saudi Arabia has 
increased thanks to the former's huge demand for oil imports. In 2021, according 
to the Chinese official statistics (Ministry of Commerce of the People's Republic 
of China January 2022), China spent US$39.73 billion on buying Saudi oil, while 
crude oil accounted for around 70% of the value of China's imports from Saudi 
Arabia (US$ 56.99 billion). 

As shown in Table 7.1, the total value of Saudi exports of mineral fuels, oils 
and products thereof to China reached US$44.87 billion in 2021. Meanwhile, China 
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mainly exports electrical machinery and electrical equipment, vehicles and auto parts, 
furniture and home appliances to Saudi Arabia. According to the ITC Trade Map 
(Table 7.2), in 2021, China exported electrical machinery and equipment with a total 
value of US$12.58 billion to Saudi Arabia, accounting for appropriately 41% of total 
value of China's exports to the Kingdom (estimated at US$30.32 billion). 

Beijing and Riyadh are seeking to develop a partnership that goes beyond the 
traditional supplier—buyer relationship in terms of Saudi oil. Both countries seek to 
expand this cooperation to other areas, such as telecommunication, cloud computing, 
nuclear technology, aerospace, finance, logistics and medical industries. Both Saudi 
Arabia and China share the convergence of interests in seeking sustainable economy 
by going global, and greater autonomy and diplomatic space in the international 
system. 

Oil and petrochemical products accounted for over 90% of the value of Saudi 
exports and appropriately 87% of total revenue received by the Kingdom. Oil and 


Table 7.1 Top 5 products exported from Saudi Arabia to China in 2021 


Rank Product category Amount (US$ 
billion) 
1 Mineral fuels, mineral oils and products of their distillations, 44.87 
bituminous substances and mineral wax 
2 Organic chemicals 5.67 
3 Plastics and articles thereof 4.89 
4 Ores, slag and ash 0.56 
5 Salt, sulphur, earths and stone, plastering materials, lime and 0.28 
cement 
Source ITC Trade Map 


Table 7.2 Top 5 products exported from China to Saudi Arabia in 2021 


Rank | Product category Amount (US$ 
billion) 
1 Electrical machinery and equipment and parts thereof; sound recorders | 7.79 


and reproducers, television image and sound recorders and reproducers, 
and parts and accessories of such articles 


2 Machinery, mechanical appliances, nuclear reactors, boilers, parts 4.79 
thereof 

3 Vehicles other than railway or tramway rolling stock, and parts and 2.31 
accessories thereof 

4 Ships, boats and floating structures 1.96 

5 Furniture, bedding, mattresses, mattress supports, cushions and similar | 1.46 


stuffed furnishings, lamps and lighting fittings, not elsewhere specified 
or included; illuminated signs, illuminated nameplates and the like, 
prefabricated buildings 


Source ITC Trade Map 
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other related industries accounted for over 4096 of Saudi's GDP. To diversify its 
industrial development and reduce the dependence on the oil sector, the Kingdom 
needs China. Given that China is the world's largest manufacturing country, and the 
top producer of renewable energy equipment for such as solar and wind power, it has 
strong production capacity in a variety of industries. 

During Xi's visit, both countries resolved to accelerate the synergy between 
China's Belt and Road Initiative and Saudi Arabia's 2030 Vision (China Briefing 
2022). Both countries committed to jointly construct the BRI and *2030 Vision" 
in order to forge collaboration on non-oil sectors and boost non-oil trade. Saudi's 
2030 Vision is referred to as a strategic framework aimed at reducing Saudi Arabia's 
reliance on oil, diversifying its economy and expanding public service areas such as 
health, education, infrastructure, recreation and tourism. One of the Vision's main 
objectives is to promote a softer and more secular image of the Kingdom, in addition 
to bolstering economic and investment activity. 


7.6 Xi's Call for RMB Settlements for Energy Trading 
and China's RMB Internationalization Strategy 


During President Xi's meeting with the Saudi leader and other fellow leaders from the 
GCC states, he promoted the use of Renminbi (Chinese currency or yuan) for trading 
in oil and gas with the GCC countries (Ng 2022). During the China-GCC summit, 
President Xi's call for RMB settlement for oil, gas and other energy products with the 
GCC countries, based on the platform of the Shanghai Petroleum and National Gas 
Exchange, could be seen as a sign of China's push for an RMB internationalization 
strategy. If the move is materialized, it could weaken the US dollar's hold on global 
trade and also help to boost the internalization of the Chinese currency. It is widely 
perceived as part of China's plan to challenge the U.S. dollar (USD)'s dominance 
in the global energy markets, the so-called Petrodollar system, which has helped to 
preserve the dollar's status as the top international reserve currency and payment 
medium for oil, gas and other commodities. Due to its status as the world's second- 
largest economy and one of the largest trading nations, China is still one of the biggest 
holders of U.S. dollars. 

Beijing's unhappiness with the global reserve system being de facto based on the 
USD dates back to the 2008/2009 period, soon after the outbreak of the global finan- 
cial crisis. The Western financial and economic sanctions which have been imposed 
on Russia due to its war on Ukraine, have heightened China's will to expedite 
the Renminbi internationalization strategy in order to safeguard China's national 
economic interests. Amid the fast-changing global geostrategic environment, and 
the intensified power rivalry between the United States in general and the techno- 
logical decoupling in particular, China's dependence on the USD for both inward 
and outward foreign investment, international trade payment, as well as for trading 
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on imports of energy and other critical commodities to power domestic industrial 
growth, has exposed vulnerability in its national economic security. 

From Beijing's perspective, since the policymakers in Washington are increas- 
ingly taking a hostile attitude towards China, which is widely perceived as the U.S.'s 
top long-term enemy, it makes no sense for China to continue to rely on its rival's 
currency, the USD, as the main payment medium for its external trade and inter- 
national economic engagement. President Xi and the Chinese leadership team are 
undoubtedly taking note of the devastating effects of economic and financial sanc- 
tions on the Russian economy. If China were to engage in a war against Taiwan, 
it would almost certainly trigger the United States and its other Western allies to 
impose severe sanctions on China, which could have large impacts or even cripple 
the Chinese economy. Beijing thus has stepped up its preparation efforts to insulate 
its economy and vital trade linkage from over reliance on the USD. 

China's plan to accelerate the internationalization of the RMB is an effort to 
wean itself off the current international monetary system and Society for Worldwide 
Interbank Financial Telecommunication (SWIFT) system, both of which are led by 
the United States. Under its RMB internationalization strategy, China has for the past 
decade been focusing on the vast developing countries in Southeast Asia, Central 
Asia, South Asia, the Middle East, Africa and Latin America in its global push for 
the RMB. The RMB is becoming more widely used around the world, and it could 
become a more serious international payment currency. 

Moreover, Beijing has been making efforts to increase deployment of its digital 
currency (e-RMB) during the same period. Chan (2023) argues that although its 
Central Bank Digital Currency (CBDC) initiative is still in the early experimental 
phase, China has emerged as a forerunner in the light of its influence over the stan- 
dardization of digital payment infrastructure. China is building a scalable e-RMB 
model by partnering with UnionPay (the largest card firm in the world, with 8.4 billion 
cards issued and accepted in 179 countries) and China Mobile (with over 975 million 
customers worldwide), as well as with Alipay (with 1.3 billion users) and WeChat 
Pay (with 900 million users), which are two leading mobile payment platforms. 

China is one of the major trading partners for these vast developing countries, 
which regard maintaining good relations with Beijing as key to their economic 
development. These countries are therefore more receptive to gradually accepting 
the Chinese currency for cross-border transactions. China's international settle- 
ments in RMB with the BRI countries reached RMB5.42 trillion (estimated at 
US$763.4 billion) in 2021 (Chan and Yang 2022). Given that the amount of inter- 
national settlement in RMB was negligible just five years ago, this development is 
surely astonishing. 

The US dollar still maintains its status as the world's predominant reserve 
currency, its influence is gradually diminishing. According to the IMF data, 58% 
of global reserves were held in the US dollar in the last quarter of 2022, compared 
to the US dollar accounted for 7396 of reserves in the world in 2001. George Yeo, 
Singapore's former foreign minister, recently remarked during the annual ISEAS- 
Yusof Ishak Institute's regional outlook forum 2023, that “US weaponization of the 
US financial system is causing the establishment of an alternative system. At some 
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point, the growth of an alternative system will threaten the primacy of the US dollar” 
(Yeo 2023). 

The increasing usage of the Chinese currency stems from China's status as the 
second-largest economy in the world and its dominant position in the global merchan- 
dise trade. China is the largest trading partner for over 100 countries, many of these 
countries have signed up for the BRI and are in Southeast Asia and Central Asia. 
The internationalization of the RMB is expected to accelerate. 

Nevertheless, while Xi's call for trading of oil and gas in RMB is part of China's 
efforts to push for the RMB internationalization strategy, it is still too early for Saudi 
Arabia and other GCC countries to ditch the USD in pricing their oil and gas sales. 
In addition, cross-border settlement of Saudi oil payments with Chinese currency 
has encountered various geopolitical and practical difficulties. As the RMB is not a 
fully convertible currency like the USD or EURO, holding the Chinese currency is 
not of much benefit to the Saudis. Very few Saudi-made products are being exported 
to China to date, except for oil and the other petrochemical products. The days of 
USD supremacy as the world's dominant reserve currency are therefore far from 
numbered. 


7.7 Sino-Saudi Defence Ties 


Sino-Saudi Arabia defence ties remain limited in scope despite the rise in bilateral 
trade and close political engagement. According to MERICS's estimation, in contrast 
to the value of Saudi-U.S. arms trade, sitting at US$17.85 billion, the value of Sino- 
Saudi arms trade was a very modest US$245 million between 2013 and 2021 (AI- 
Tamimi 2022). The value of U.S. arms sales to the Kingdom was over 72 times 
higher than that of Chinese arms sales. Saudi Arabia is the world's largest defence 
spender, and in the past, the Kingdom has imported weapons mostly from the United 
States. According to the Stockholm International Peace Research Institute, the United 
States supplied up to 8296 of Saudi arms imports between 2017 and 2021. Other 
Western countries, such as France and the United Kingdom, were also among the 
main suppliers of weapons to Saudi Arabia (Fig. 7.4). 

The Kingdom is now keen to diversify its imports of weapons and has thus 
sourced weapons from a range of countries, including France, Germany, Italy, and 
the Republic of Korea. China has yet to become a top alternative for supplying 
weapons and other defence equipment to Saudi Arabia. The arms trade between 
China and Saudi Arabia dates back to the late 1980s, when the Kingdom started 
to purchase middle-range missiles, drones and self-propelled artillery from China 
(Xie 2022). Nevertheless, security cooperation between Beijing and Riyadh remains 
limited. Despite the deepening bilateral political and economic relations between 
Beijing and Riyadh, the United States remains the Kingdom's most significant ally 
in general and on defence cooperation in particular. America's President Biden has 
vowed that the United States will not walk away from the region and leave a vacuum 
to be filled by China, Russia or Iran. 
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Fig. 7.4 Main suppliers of 
Saudi Arabia's arms imports, 
2017-2021 (Unit: 
Percentage). Source 
Stockholm International 
Peace Research Institute 
(March 2022) 


UK, 5.0 


France, 5.1 


From Washington's perspective, it can't afford to break the ties with Saudi Arabia, 
as the Kingdom serves as a critical ally for helping the United States to stabilize the 
crisis-ridden Middle East and keep the Iranian influence under control. The United 
States’ influence in Saudi Arabia and the region as a whole will not decline signifi- 
cantly in the foreseeable future. Saudi Arabia and the other Arab states want to main- 
tain good relations with both China and the United States. As Saudi Arabia's foreign 
minister commented recently, “We do not believe in polarization or in choosing 
between sides. ... cooperating with the world's number two economy is necessary, 
however, this does not mean not cooperating with the world's number one econ- 
omy". The Saudi leadership is aware that maintaining good relations with Uncle 
Sam remains, of necessity, a key foreign policy objective for the Kingdom. 


7.8 Conclusion 


The debate among Chinese experts over the necessity and wisdom of China getting 
more involved in the Middle East in order to protect Chinese economic interests and 
safeguard its national energy security has now drawn to a conclusion. It is increasingly 
argued that China should increase its presence in the region and thereby ditch its 
image of being a free rider. 

China is making efforts to deepen its ties with the Middle Eastern countries, 
economically, politically as well as strategically. China's President Xi Jinping's visit 
to Saudi Arabia in December 2022 is a case in point. It came on the tail of his winning 
athird term as China's paramount leader at the 20th National Congress of the Chinese 
Communist Party in late October 2022. To the Chinese leader, Saudi Arabia is both an 
influential country in the Middle East and a rising power with strategic significance 
in a multipolar world. Saudi leaders' pursuit of a visible strategic relationship with 
China, the world's second-largest economy, is part of their strategy to develop a 
global Saudi Arabia and expand its ties with countries apart from the United States. 
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China is Saudi Arabia's largest trading partner and the largest consumer of 
Saudi oil and petrochemical products. Energy serves as the bedrock of the part- 
nership between Beijing and Riyadh. Beijing and Riyadh's bilateral trade volume is 
increasing, the structure of this bilateral trade remains narrowly based. Saudi Arabia 
exports mostly crude oil and petrochemical products to China. Sino-Saudi Arabian 
defence ties remain limited in scope even with the rise in bilateral trade and the close 
political engagement. 

The two countries are seeking to develop a partnership that goes beyond the 
traditional supplier-buyer relationship in terms of Saudi oil. The BRI has arole to play 
in expanding China's cooperation with the regional nations in areas that go beyond 
the energy industry. Other areas of cooperation include telecommunication, cloud 
computing, nuclear technology, aerospace, finance, logistics and medical industries. 
A series of non-binding bilateral commercial agreements worth up to US$30 billion 
have also been signed. These agreements will doubtlessly strengthen the economic 
ties between Beijing and Riyadh. 

During his three-day visit to Riyadh, the capital of Saudi Arabia, the Chinese 
president also attended the China-Arab States Summit and China-Gulf Cooperation 
Council Summit. The China-Arab States Summit, the first of its kind ever to be held, 
was attended by nearly 20 Arab leaders from the region. This was China's largest and 
highest-level diplomatic interaction with the Arab world since the founding of the 
People's Republic of China in 1949. Xi's visit signals that there will be no slowing 
down in China's economic engagement with the world in the post-COVID-19 era. 
The Middle Eastern states supply critical energy to power China's domestic industrial 
and economic development. 

China has developed good relations with both Saudi Arabia and Iran over the 
years, and they see China as an honest broker. This allows Beijing to play a mediator 
role to bring the two rival parties closer to reconciliation in the interests of peace 
and stability in their countries and the Middle East. The China-mediated agreement 
between Riyadh and Tehran is historic, indicating a major geopolitical shift and 
realignment in the region. China has intensified its diplomatic, economic and political 
engagement in the region, and it will continue to do so. 

China has great interest in the Middle East becoming a stable and prosperous 
region, rather than one of conflict and confrontation. On the one hand, from the 
geostrategic perspective, China has stepped up its efforts to be involved in the Middle 
East, in a strategic position between the East and the West. On the other, from the 
geoeconomic point of view, the oil-rich Middle East is crucial to ensuring its national 
energy security. The emerging Middle East with its young population and increasing 
middle class, is an important market for Chinese firms engaged in sectors ranging 
from infrastructure construction, agricultural, food, automobiles, home appliances 
to smartphones and the 5G telecommunication network. 

Nevertheless, it must be emphasized that both Saudi Arabia and Iran have pursued 
an independent foreign policy of “Neither East nor West" and will not fully lean 
towards China. Based on ancient and magnificent civilizations, the modern Saudi 
Arabia and Iran both retain too strong a sense of national pride to allow that to 
happen. 
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Chapter 8 A) 
G7’s Plan for Partnership for Global usum 
Infrastructure and Investment: 

An Alternative to the BRI? 


8.1 Sino-US Strategic Competition and the U.S.’s 
*Indo-Pacific Strategy" 


Sino-U.S. strategic competition presents a major obstacle to China's BRI implemen- 
tation. US-China rivalry is intensifying and the world appears to be on a path to great 
power confrontation. The two countries hold increasingly divergent views on their 
respective strategic roles in the region and worldwide, with each country suspicious 
of the other's geopolitical intentions. The U.S. fears that the rise of China, as reflected 
by the launch of the Belt and Road Initiative, poses the most consequential long-term 
threat to U.S. interests and national security. 

Despite their many differences on domestic issues, ironically, the Democratic 
Party and the Republican Party share the same view that China has both the geopo- 
litical intention and economic resources to reshape the US-dominated global order. 
While from China's perspective, it is concerned that the U.S. is forging an alliance 
network through such as the AUKUS and the QUAD, to contain and suppress the 
rise of China. 

Since the era of former U.S. President Donald Trump, the United States has begun 
to take various measures to try comprehensively to contain China's rising influence at 
the regional and global levels. As part of his strategy to counter China, in December 
2017, Trump published his first U.S. National Security Strategy Report since taking 
office, calling China “a revisionist power that engages in economic aggression against 
the United States and endangers regional security and their sovereignty". The report 
describes China as “a peer competitor against U.S. values and interests" designed to 
challenge U.S. influence and wealth (U.S. Department of Defense 2018). 

The U.S. elite view a rising China as having the power to shape a new international 
order, rules and global governance system, exert increasing influence in international 
affairs and suspect it of intending to replace the Western-dominated international 
order and rules system (Mazarr et al. 2022). Since President Biden took office in 
January 2021, the current US administration has basically continued the Trump-era 
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policy of containing and countervailing China, characterizing China as “the only 
compound competitor" and "the only competitor potentially capable of combining 
its economic, diplomatic, military and technological power to mount a sustained 
challenge to a stable and open international system". 

President Biden emphasized that the United States will increase investment in 
domestic infrastructure, as well as in key areas such as artificial intelligence, quantum 
computing and biotechnology, to ensure that the United States wins in the competition 
with China. 

U.S. national strategy and foreign policy have been reshaped, with increasing 
focus on the competition with major powers, especially China. When Xi Jinping came 
to power in 2012, he repeatedly called for an equal relationship with the United States, 
under the framework of a “new type of major power relationship". Nevertheless, the 
U.S. has largely ignored such calls, as it is intent on retaining its status as the world's 
sole superpower. In order to boost its position in the competition with China, the Biden 
administration has tried to build a global alliance network, focusing on strengthening 
cooperation between the United States and allies such as Japan, Australia, Canada 
and the United Kingdom. 

Intense competition is emerging in Asia and beyond between the United States as 
the established superpower and China as the rising global power. In another attempt 
to counterbalance the rise of China and its increasing prominence in the region, 
since the Trump era, the United States has been implementing “Indo-Pacific Strat- 
egy" to strengthen cooperation between the United States and its allies and other 
like-minded partners, to which the Biden administration attaches much more impor- 
tance than his predecessor President Trump. The QUAD, AUKUS, and the IPEF 
are all United States-led multilateral cooperation mechanisms, which are long-term 
strategies designed to exclude, contain and constrain China and its rising influence. 
Specifically, the QUAD and IPEF seek to exclude China from the global economy 
and global supply chain, while the AUKUS seeks to contain China's military might 
in the region. 

The United States joined up with Japan, Australia and India to reactivate the 
Quadrilateral Mechanism (QUAD) after a ten-year hiatus. Meanwhile, the United 
States joined up with the United Kingdom and Australia to form the *U.S.-UK-AU" 
Trilateral Military Partnership (AUKUS), which is perceived as the military and 
security component of the “Indo-Pacific Strategy". Through the QUAD and AUKUS 
mechanisms, the United States intends to reshape China's surrounding geopolitical 
environment, to counter China's BRI and thereby curb China's rising influence in 
the Indo-Pacific region. 

Onthe military and security side, the U.S.'s moves to increase military cooperation 
with Australia, Japan, South Korea and the Philippines have caused concern for 
China. In the eyes of many Chinese scholars and policymakers, the U.S. “Indo- 
Pacific" strategy is essentially a tool to enable the United States to reinforce regional 
security alliances and its dominance in the region, primarily by counteracting the 
influence of China. 

As the economic component of the "Indo-Pacific Strategy", on 23 May 2022, 
President Biden officially launched the “Indo-Pacific Economic Framework" (or the 
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IPEF in short) during his visit to Japan. This framework is an attempt to suppress 
China's rising economic influence and BRI implementation in the region. At present, 
the Indo-Pacific Economic Framework includes 14 member countries, accounting for 
40% of the world’s total economy and involving a total population of about 2.5 billion 
people. The IPEF is not a single agreement, but a series of loose institutional arrange- 
ments covering four pillars: digital trade, strengthening supply chain resilience, clean 
energy, infrastructure and taxation and anti-bribery. These arrangements constitute 
a platform for the Biden administration to strengthen trade and economic ties with 
regional countries. It is particularly worth emphasizing that the United States hopes to 
use this framework to exclude China from economic rule-making, and to undermine 
the China-centred regional supply chains by forming supply chain alliances, thereby 
reducing dependence on China in key industries and services and maintaining its 
advantage over China in high-tech fields such as semiconductors. 

The Biden administration views reducing dependence on China-centric supply 
chains as an important part of strategic competition with China as a great power. It 
intends to work with regional allies to build "resilient and reliable supply chains", 
based on joint development of technical standards and specifications in key indus- 
trial sectors, such as the semiconductor industry, and joint inventory mechanisms 
for critical raw materials. In addition, participation in these supply chains will be 
extended through "friendly shore outsourcing" (the transfer of supply chains to allied 
countries) and “nearshoring” (the transfer of supply chains to geographically close 
neighbours). 

The Biden government hopes to collaborate closely with both Japan and South 
Korea to create an IPEF as a model for reshaping supply chains, especially in key 
industries such as the digital economy and manufacturing of semiconductors and 
electric vehicle batteries. The United States wants to expand imports of chips made 
in South Korea and chip equipment and key raw materials made in Japan, thereby 
reducing dependence on the Chinese mainland and Taiwan in the semiconductor 
industry. 

Semiconductors are among the few products for which China is still highly depen- 
dent on foreign imports, and represent the soft underbelly of China's scientific and 
technological development. China spends a lot of money every year on importing 
large quantities of semiconductor integrated circuit products. China is aware that the 
semiconductor industry is a "stuck neck" technology and has been seeking break- 
throughs, with little success. The U.S.'s “Chips and Science Act of 2022" is expected 
to have a negative impact on the development of China's semiconductor industry. 
The bill will enable the United States to use administrative intervention and industrial 
policy to reshape the global semiconductor industry supply chain and will restrict 
and slow down the development of China's semiconductor industry, but without 
completely stifling it. 

Despite its rising international status, China is not yet ready to challenge the U.S.- 
led Western primacy and needs to acknowledge the limitations of its power. Neither 
should it exaggerate the U.S.’s decline in strength or underestimate its resilience, 
since the U.S. economy is still much larger than that of China. Furthermore, the 
United States still leads the world in terms of technological capability, innovation, 
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science and military might, due in no small part to its ability to attract a plentiful 
supply of skilled talent to its shores from every corner of the world. 

According to the International Monetary Fund, although China is the world's 
second-largest economy after the United States, the per capita gross domestic product 
(GDP) of the United States reached US$63,051 in 2020, while the average Chinese 
GDP was only around one-sixth of that total, at US$10,582. As the world's only 
superpower, the United States still has absolute superiority in the fields of military, 
education and scientific and technological research and development. Meanwhile, 
infrastructure construction has become an important area of the fierce competition 
between the United States and China. 


8.2 TheU.S. To Compete with China on Infrastructure 
Financing and Construction 


In terms of infrastructure development, China has the world's best ports, the fastest 
railways, the largest airports and the best telecommunications infrastructure. China 
has become a global leader in infrastructure construction, with great strength in 
infrastructure hardware construction and software operation management (Cheong 
2022). In contrast, many transportation facilities in the United States, such as roads, 
bridges and airports, are in a state of disrepair. The U.S. and its allies are concerned 
that China is using its infrastructure-based BRI to establish a Sino-centric regional 
order. 

In March 2021, Hillman and Sacks of the Council on Foreign Relations published 
areport entitled “How the United States Should Compete with China's Belt and Road 
Initiative", which pointed out that the BRI poses comprehensive challenges to U.S. 
politics, economy, national security, and climate change interests. To ensure that U.S. 
interests are not compromised, the United States needs to formulate a new strategy 
that can effectively respond to the BRI, based on high-quality and environmentally 
sustainable infrastructure development. (Hillman and David, 2021) 

On 25 March 2021, at the first presidential press conference since his inaugu- 
ration, President Biden said that during his term of office, China would never be 
allowed to surpass the United States as the most powerful country in the world. 
The Biden administration has realized that China's massive Belt and Road Initiative 
poses challenges to the United States in areas ranging from politics and economy to 
national security and overseas interests. 

The BRI is the hallmark of China's emergence as an economic power. Through 
this platform, China is rapidly extending its economic influence in Asia and other 
parts of the world. Yu (2022) pointed out that the growing clout of China throughout 
the world has enhanced its leaders’ confidence and their ambition to continue to 
promote and implement the BRI internationally. The BRI has greatly unsettled the 
existing global geopolitical landscape, since it is largely welcomed by developing 
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and middle-income countries across Asia, the Pacific Island states, Africa and Latin 
America. 

China's global influence is rapidly growing through the BRI implementation, and 
new geopolitical and geoeconomic realities in Asia and beyond are unfolding. China's 
push for the BRI has created considerable pressure and impetus in the United States 
to rebuild and strengthen its relations with like-minded partners in the Indo-Pacific 
region, such as Australia, Japan, Republic of Korea and the Philippines, to counter 
the rising Chinese influence. 

In Biden's view, infrastructure development will be an important arena for the 
US to compete with China. President Biden intends for the PGII “to be one of 
the hallmarks of the Biden administration foreign policy over the remainder of his 
tenure" (Jenny and Jennifer 2022). Biden cop an initiative similar to the BRI by 
bringing together its allies in democratic nations to help developing nations upgrade 
their infrastructure. In June 2021, at the G7 summit held in the United Kingdom, 
Biden unveiled the Build Back Better World initiative (known as the B3W), focusing 
on addressing climate change, digital infrastructure, gender equality and healthcare 
system issues. The B3W was perceived as the G7's alternative to China's BRI. Never- 
theless, the Biden administration offered few details about what exactly B3W would 
involve. Around one year after the B3W initiative was announced, the Biden admin- 
istration had made a commitment to the cause of global infrastructure renewal of 
only up to US$6 million (Charles and Scott 2022). 

This paltry amount is a far cry from the billions in infrastructure investment 
promised by Biden's original announcement. It compares poorly with the billions 
of dollars provided by Chinese companies and banks under the BRI umbrella. In 
the period since its announcement, the B3W attracted little regional or international 
attention in terms of its capability to finance infrastructure development. 

In June 2022, the U.S. and other fellow G7 countries officially launched the 
rebranding of the B3W as the Partnership for Global Infrastructure and Investment 
(PGI), an initiative that aims to mobilize up to US$600 billion over the next five 
years, with US$200 billion, US$317.5 billion and US$65 billion coming from the 
U.S., European Union (EU) and Japan, respectively. 

China and the United States are now competing fiercely for influence over the 
developing countries across the world. In June 2022, Xi Jinping, China's President, 
hosted a special high-level dialogue on global development for representatives of 
developing countries across all continents (Ministry of Foreign Affairs of the People's 
Republic of China 2022),' which included infrastructure financing and construction 
as its key components. 

The PGII could potentially offer developing countries the option to seek external 
loans to finance infrastructure development in addition to funding from Beijing's 
Belt and Road Initiative. Meanwhile, several countries in the region and beyond are 
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pushing back against the BRI on the grounds that its China-invested infrastructure 
projects are costly and impractical, with internal transactions tainted by corruption 
issues. 


8.3 Whatis the PGII All About? 


The PGII is a private enterprise-led initiative, intended to bring together democratic 
nations to help developing nations to upgrade their infrastructure, whereas the BRI 
is a state-driven initiative. Consequently, China's state-owned banks and firms have 
played a dominant role in infrastructure financing and construction overseas, while 
the United States and other Western countries have committed very little money to 
the PGII, since most of the funds are expected to come from private companies. 

The idea for financing the PGII is that it will comprise a combination of govern- 
ment grants and funding from G7 countries. The funding will be mobilized primarily 
from multilateral development banks (MDBs), as well as leveraged on sovereign 
wealth funds and complementary private capital from pension funds, private equity 
funds and insurance funds, among others. Using this strategy, the G7 countries seek 
to develop the influence of the PGII through achieving multiple positive impacts 
on global infrastructure development and national economies. Nevertheless, details 
of the working mechanisms for financing and implementing PGII projects are not 
available yet; for example, it is not known how the MDB source will be tapped. 

The existing MDBs have over the years leveraged on their experience and expertise 
to provide loans and technical services to developing countries for infrastructure 
development. MDB loans can help tackle environmental sustainability and social 
safeguard issues and promote transparency and better governance in the developing 
countries. For example, the Asian Development Bank’s (ADB) loans had increased 
from US$14 billion in 2014 to over US$20 billion in 2020, with 70% of these 
ADB loans going towards infrastructure development (Asian Development Bank 
2022). In 2021, the World Bank approved around US$17 billion in loans to the 
developing countries for infrastructure, in sectors ranging from transport, energy 
and water to information and communication technologies (The World Bank 2021). 
Partnership between PGII and the MDBs is crucial to the execution of PGII projects. 
The G7 can provide a credible alternative to China's BRI by using the existing MDBs 
as implementing agencies for building and maintaining infrastructure projects in 
the developing countries while reducing reliance on public funds and grants (e.g. 
taxpayers' money). 

In March 2022, US Secretary of the Treasury Janet Yellen, an important member 
of the PGII project, held a meeting to discuss global infrastructure investment with the 
presidents of many major MDBs, including the World Bank, African Development 
Bank, ADB, European Bank for Reconstruction and Development and the Inter- 
American Development Bank (US Department of the Treasury 2022). The Biden 
administration intends to build on its relationships with the MDBs in its drive for 
future PGII implementation. 
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As part of a whole-of-government approach, Biden appointed Ambassador Amos 
Hochstein as Special Presidential Coordinator for PGII implementation and coor- 
dination works. The PGII aims to deliver game-changing projects that will fill the 
infrastructure gaps in developing countries. Details of the U.S.-led G7 Countries’ 
Partnership for Global Infrastructure and Investment (PGII) remain vague. Some 
infrastructure investment projects under the PGII, worth US$3 billion in total invest- 
ment, are under implementation, including those in the following countries and 
sectors (White House 2022a): 


US$2 billion investment for a solar power project located in Angola. 

US$600 million US investment to build a subsea high-speed telecommunications 

cable, which will connect Singapore to France via Egypt and the Horn of Africa. 

e US$50 million from the United States for the World Bank's Childcare Incentive 
Fund. 

e US$14 million investment to Senegal for developing a multivaccine manufac- 

turing facility, provided by the United States, partnered with the World Bank and 

the G7 partners. 

e US$14 million investment from the United States for deployment of a small 

modular reactor plant in Romania. 

e US$16 million of investment from the United States for renovating or constructing 
over 100 hospitals and clinics across Cóte d'Ivoire. 


Shortly before the G7 countries’ announcement of the PGII, Jake Sullivan, the 
United States National Security Advisor, stated that the US-led initiative will provide 
“an alternative to what the Chinese are offering". Then, at the launch of the PGII, 
President Biden made the following comment on the initiative (White House 2022b): 


What we're doing is fundamentally different because it's grounded on our shared values of 
all those representing the countries and organizations behind me. It's built using the global 
best practices: transparency, partnership, protections for labor and the environment. We're 
offering better options for countries and for people around the world to invest in critical 
infrastructure that improves the lives ... 


There is a huge demand for financing infrastructure projects in the developing 
countries. As estimated by the Asian Development Bank, Asia and the Pacific coun- 
tries will require over US$22.5 trillion for climate-adjusted infrastructure develop- 
ment up to 2030. No plan proposed by a single country or grouping could come 
close to meeting the developing nations' infrastructure investment needs. To accel- 
erate infrastructure investment and development in the developing countries, the G7 
PGII and China's BRI could collaborate to promote "third-party market" coopera- 
tion. Nevertheless, the Biden administration has promoted the PGII as a “democratic” 
alternative to the “autocratic” BRI. The latter has been criticized by the Biden admin- 
istration for lack of transparency and low standards on environment and social issues. 
This positioning is likely to limit the scope for cooperation between the two. 
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8.4 The Infrastructure Investment Push Amidst 
the China-U.S. Rivalry 


The PGII is a rebrand of the B3W and represents a bid for a head-to-head matchup 
with China. As evidenced by the announcements of the B3W and the PGII, the U.S.- 
led G7 seems to be playing a catch-up game with China on global infrastructure 
development. 

Since its announcement by President Xi Jinping in 2013, the Belt and Road Initia- 
tive has formed the central pillar of China's drive to become a global power. China has 
financed and built thousands of infrastructure projects abroad, ranging from railways, 
seaports, airports, power plants and bridges to industrial parks and telecommunica- 
tion networks around the world. China's total investment in infrastructure in the Belt 
and Road countries was estimated at between US$156.2 billion and US$332.6 billion 
from 2013 to 2021. 

The G7 countries must convince the global community that they can provide a 
credible alternative to China's BRI that has the capability to undertake the urgent 
upgrading of infrastructure needed in a vast number of developing nations. It is 
noteworthy, however, that U.S. investments in many developing nations have declined 
and have been unable to meet their development needs in recent years. 

On the domestic front, China has the best container port, the fastest rail, the 
largest airport and the most complete telecommunications infrastructure in the world. 
It has become the global leader in infrastructure, with solid capabilities in facility 
construction and operations management (Yu 2021). In contrast, many transportation 
facilities in the U.S., such as roads, bridges and airports, are in disrepair. In the stiff 
competition with China, the U.S. is playing to its weaknesses rather than its strengths. 
For example, in the field of technological capacity and infrastructure construction, 
according to the ENR ranking of construction revenue generated outside of each 
company's home country in 2020, fourteen Chinese construction firms are listed 
among the 20 largest infrastructure contractors in the world, whereas none are from 
the United States. 

Building connectivity based on infrastructure development is the key to China's 
BRI and also the key selling point in encouraging the regional countries’ participation. 
According to official data from China, 150 nations had already signed up for the BRI 
by the end of 2022. Since launching the BRI in 2013, China has spent billions in 
overseas investments and construction contracts for BRI projects in more than 100 
nations. The U.S. and the wider world cannot ignore the potential impacts of the rise 
of China and the BRI implementation. 

While the Belt and Road Initiative is Xi Jinping's pet project and has been a central 
pillar of China's foreign policy initiative since 2013, it is not China's only outreach 
strategy. To advance its national economic interests and its geostrategic ambition, 
China has also become a key player in many regional cooperation institutions, such 
as a grouping comprising five emerging economies: Brazil, Russia, India, China 
and South Africa (BRICS), Shanghai Cooperation Organization (SCO) and Regional 
Comprehensive Economic Partnership agreement (RCEP). China's endeavour to play 
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a more influential role in both the regional and global affairs is multipronged and 
extends beyond the BRI. 


8.5 Unfolding of Competing Regional and Global 
Connectivity Initiatives 


Recent years have seen the unfolding of a successive wave of competing regional and 
global initiatives, all of which aim to accelerate interregional connectivity through 
infrastructure investment and construction. Examples include the ASEAN Master 
Plan for Connectivity, the Belt and Road Initiative, Japan's Partnership for Quality 
Infrastructure, ASEAN-Korea Infrastructure Fund, Russia's Eurasian Economic 
Union (EAEU), the European Union's “Connecting Europe and Asia", and the PGII 
as the newest initiative of this kind. However, many of these competing connectivity 
initiatives are still at the vision stage, without concrete achievements. None of these 
initiatives so far have been able to compete with the BRI from the perspective of 
scale, geographical coverage and geostrategic influence. 

The Belt and Road Initiative is currently the world's largest geoeconomic initia- 
tive. Neither the other Western-oriented infrastructure initiatives, namely, the EU's 
Global Gateway, the United States' Blue Dot Network, Japan's Quality Infrastructure 
Investment, nor the G7's B3W have yet produced enough geoeconomic momentum 
globally to seriously rival the BRI. 

Vast capital is required for infrastructure upgrading in developing nations, and 
the risks are high. Private enterprises do not have the required capital or the ability 
to undertake the associated risks. China is continuing to implement and expand the 
BRI, whereas the U.S. is currently unable to put forward a more effective alter- 
native. Through the BRI implementation, China hopes to establish a new model 
for global infrastructure financing and development. Its state-led model is China's 
unique advantage in the BRI, a model not found in the U.S. and the West. Moreover, 
this infrastructure development model is implemented through China's state-owned 
enterprises and banks. China's leaders deem private enterprises to be ill-disciplined, 
have the tendency to expand indiscriminately, and be incapable of fulfilling China's 
strategic objectives. 

Meanwhile, China is globally competitive in industries such as infrastructure 
construction, equipment manufacturing, metallurgical building material and commu- 
nications equipment. The BRI could be used by China to transform its economic and 
financial power into geostrategic leverage and influence, by continuing to promote 
infrastructure connectivity as an important national strategy in its attempts to gain 
control over markets and industrial supply chains. (Khanna 2016) 

However, China's self-imposed Zero-COVID strategy (or the Dynamic Clearing 
policy) and the ongoing Ukraine war created obstacles for Beijing's push for BRI 
implementation worldwide. The strict lockdown and control measures made it 
extremely difficult for Chinese officials, business executives and engineers to travel 
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abroad to conduct in-person promotion and management of the BRI projects. The 
pandemic also pushed up the construction and labour costs of the BRI infrastruc- 
ture projects due to supply chain disruption, soaring energy prices and manpower 
shortages of supplies of critical raw materials and equipment for infrastructure 
construction projects. 

Russia's war in Ukraine could potentially cause collateral damage to the BRI, 
as China's land-based connectivity with the European Union via the China-Europe 
Express may be jeopardized. The China-Europe Express is crucial for overland-based 
connectivity between China, Eurasian countries and the European Union. Almost half 
of the routes and lines (78 lines reaching 180 cities in 23 European countries by 2021) 
pass through Russia; however, due to the massive sanctions imposed on Russia and 
the ongoing war, European firms may choose not to ship goods via Russia. 

More significantly, China views Russia as an indispensable ally and strategic 
partner. From the long-term perspective, China's refusal to condemn Russia's aggres- 
sion in the Ukraine war and its alignment with Russia have deepened the strategic 
distrust between China and the West, which could make Beijing's BRI push in the 
Western countries more challenging. 

The BRI is still, by and large, a China-centric solo or bilateral initiative. China has 
thus far been unable to project the BRI as a credible multilateral endeavour. President 
Biden hopes to take advantage of the dissatisfaction of these nations along the BRI 
routes and engage with them and US allies to form an alliance against the BRI. 

In the face of these increasing challenges, China must modify its original BRI 
model in order to respond effectively to the new geopolitics of the post-COVID-19 
era. 
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Chapter 9 A) 
Asian Infrastructure Investment Bank's oeste 
Role in Regional Infrastructure 

Financing 


9.1 Establishment of the China-led Asian Infrastructure 
Investment Bank 


The Asian Infrastructure Investment Bank (AIIB), proposed by China in 2013 and 
founded in 2014, is one of the world's newest multilateral development banks 
(MDBs). However, it has already become the second-largest multilateral institution 
in the world by membership after the World Bank. Its membership had expanded 
from 57 founding members in 2015 to 106 approved countries by January 2023, 
with the African country of Mauritania the latest country to join the bank. The 
bank's approved member countries account for over 8096 of the world's population 
and 6596 of the global gross domestic product (GDP). This is a testimonial to AIIB's 
evolution from a regional MDB to a global development institution. 

The AIIB has been taking an open and inclusive approach towards applications 
for bank membership since its inception in 2016. The AIIB's success in attracting 
both developed and developing countries from Asia and beyond is in turn reinforcing 
the credibility of the bank regionally as well as globally (Bustillo and Andoni 2018). 
Nevertheless, the United States and Japan have yet to apply for prospective member- 
ship of the bank. These two countries view the creation of the AIIB as a challenge 
from China to the influence of established MDBs such as the World Bank (WB) and 
the Asian Development Bank (ADB). They have also expressed their concern that the 
AIIB may not comply with international norms and practices in terms of financing 
transparency and viability, and environmental, social and labour safeguards. 

According to the bank's constitution, the mission of the AIIB is to provide infras- 
tructure financing and technical assistance to developing countries in Asia and to 
promote greater interconnectivity across the region. The AIIB is not only the world's 
first MDB dedicated to infrastructure development, but also the first MDB established 
by China. 
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Many developing countries in Asia lack both technological know-how and the 
financial capacity to raise the tremendous amounts of capital to fund their desper- 
ately needed infrastructure projects. Studies by the WB, International Monetary Fund 
(IMF) and ADB have shown that the low- and middle-income countries still need 
immense infrastructure financing to unleash their development potential and sustain 
their growth. For example, an updated estimation report, which was published by the 
ADB in 2017, pointed out that Asia alone will need over US$26 trillion for infras- 
tructure development from 2016 to 2030 to realize its economic growth potential and 
improve human welfare (see Table 9.1). The established MDBs simply lack suffi- 
cient capital to accommodate the huge infrastructure investment need in Asia, giving 
China the opportunity to seize the initiative through the AIIB. 

China's efforts to establish the AIIB were driven by its dissatisfaction with the 
lack of reform of the West-led international finance institutions over the past decade. 
With its growing economic clout and global geostrategic influence, China is now a 
rising global power. Nevertheless, in China's view, its financial power and economic 
weight in the world have not been proportionally reflected in the major established 
MDBs, particularly in terms of decision-making and voting power. China has lacked 
the discourse power to influence global development financing and international 
economic governance (Yu 2023). From the Chinese viewpoint, the World Bank, 
International Monetary Fund and Asian Development Banks are all dominated by 
the West and aligned too closely with the interests of the United States. 

China is hence discontented with the perceived “second-class” treatment and its 
underrepresentation in the existing MDBs has pushed it to take a two-leg strategy 
towards the reform of global finance and economic governance. On the one hand, it 
continually seeks to take a greater role in the established MDBs. Yu's papers (2017a, 
b) pointed out that China asserts that it is not attempting to overturn the existing 


Table 9.1 Estimated infrastructure needs by region, 2016-2030 (US$ billion in 2015 Prices) 


Region Projected 2030 UN 2030 Climate-adjusted estimates 
annual GDP population projected | Tnvestment | Annual | Investment 
growth projection GDP per | needs average | needs as % 
(US billion) | capita of GDP 
(2015 
USS) 
Central 3.1 0.096 6202 565 38 7.8 
Asia 
East Asia | 5.1 1.503 18,602 16,062 1071 5.2 
South Asia | 6.5 2.059 3446 6347 423 8.8 
Southeast | 5.1 0.723 7040 3147 210 5.7 
Asia 
The Pacific | 3.1 0.014 2889 46 3.1 9.1 
Asia and 5:3 4.396 9277 26,166 1744 5.9 
the Pacific 


Source Asian Development Bank (2017) 
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international financing governance, but rather to reform it. On the other, China is 
ceaselessly striving to create its own multilateral development institutions, such as 
the AIIB and New Development Bank, over which it can exercise greater control 
and which will better reflect the changing realities of the global balance of power. 

China is the founder and largest shareholder of the AIIB, contributing 
US$29.78 billion and owning 26.58% of the vote. This signals that China has 
the de facto veto power over key decisions made by the bank, which require a 
special majority of 7596 of the vote, including the amendment of the bank's consti- 
tution (Articles of Agreement),! membership approval and suspension, drawing 
up the bank's long-term strategic plans, appointment of the president, increasing 
capital stock and changing the composition of the bank's board of directors (AIIB 
2021). Other major shareholders of the AIIB include India (7.59% of the vote), 
Russia (5.97%), Germany (4.15%), South Korea (3.49%), Australia (3.45%), France 
(3.17%), Indonesia (3.16%), United Kingdom (2.89%) and Turkey (2.49%) (see 
Fig. 9.1). 


9.2 The AIIB’s “Asian First" Characteristic 


The AIIB was created with a strong "Asian first" characteristic (Yu 2023). According 
to Article 1 ofthe bank's Articles of Agreement, the mission of the bank is “to improve 
infrastructure connectivity in Asia by investing in infrastructure and other productive 
sectors". The design of the AIIB membership structure is distinguished by its balance 
between regional and non-regional members. Regional members hold 72.8% of the 
total voting power in the AIIB and non-regional members hold 27.2%. 

Meanwhile, the Asian Development Bank (ADB) (with 68 members, 49 from 
Asia and the Pacific, and 19 from other continents outside Asia), which was founded 
in 1966, has traditionally been the dominant player in development financing in 
Asia since its inception. Nevertheless, its regional members hold 65.04% of the 
ADB’s total voting power, while non-regional members hold 34.96%. Therefore, 
Asian members of the AIIB tend to have more influence than their counterparts in 
the ADB. In addition, members from Asian countries account for seven of the top 
10 shareholders in the AIIB, holding 53.2% of the bank's total votes. 

The AIIB's unique governance structure and operational mechanism is reflected in 
its overwhelming dominance by Asian countries and thus the limited influence of non- 
regional countries. Compared with other international organizations, the AIIB gives 
Asian countries a greater say than in the past. Western countries, with their economic 
power, have usually had majority voting rights on MDBs' boards and councils and 
dominated their decisions. As argued in Yu's study (2023), the "Asian focus" and 
"Asian first" characteristic that has been institutionalized within the design of the 
AIIB will facilitate Asian countries’ participation in the decision-making process of 
the bank and ensure that they have the dominant role in the bank's management and 


! Articles of Agreement set the legal framework of the AIIB. 
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Mets 


Fig. 9.1 Distribution of voting power among AIIB's members. Source AIIB (2022). “Members 
and Prospective Members of the Bank” available at https://www.aiib.org/en/about-aiib/governance/ 
members-of-bank/index.html, updated on 26 October 2022 


operation. This is reinforced by the fact that India, Indonesia and Turkey are the main 
Asian recipient countries in terms of project quantity and value. 

Compared to other MDBs, the governance structure and voting rights arrange- 
ments of the AIIB are clearly tilted towards Asian countries. Among the bank's 
senior management team, its president is a Chinese national, while two among the 
five vice presidents are also from Asia (see Table 9.2). In addition, among the 11- 
member AIIB Board of Directors, the bank's highest decision-making body, seven are 
from Asian countries, namely Saudi Arabia, China, Pakistan, Bangladesh, Vietnam, 
Indonesia and South Korea. The creation of the AIIB has given Asian countries in 
general and the developing countries in particular a greater voice and role in regional 
development financing and infrastructure development. 
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Table 9.2 List of AIIB's senior management team 
Name Position in the Previous senior position/s Held Nationality 
bank 
Jin Liqun President and Vice President of ADB China 
Chair of the Vice Minister of the Chinese Ministry of 
Board of Finance 
Directors 
Danny Vice President, Chief Secretary to the Treasury of the United 
Alexander Policy and United Kingdom Kingdom 
Strategy 
Konstantin Vice President, Deputy Chairman of the Eurasian Russia 
Limitovskiy Investment Development Bank 
Operations 
(Region 2) 
Urjit Patel Vice President, Governor of the Reserve Bank of India India 
Investment 
Operations 
(Region 1) 
Ludger Vice President Deputy Secretary-General at the Germany 
Schuknecht and Corporate Organisation for Economic Co-operation 
Secretary and Development, and Chief Economist 
and Director General of Germany's 
Federal Finance Ministry 
Luky Eko Vice President Deputy Coordinating Minister for Indonesia 
Wuryanto and Chief Infrastructure Acceleration and Regional 
Administration Development 
Officer 
Alberto Ninio | General Counsel | Deputy General Counsel for Operations, | Brazil 
World Bank 
Antoine Castel | Chief Risk Officer | Country Head of Société Générale (SG) in | France 
India, and Deputy-CEO of SG in China 
Andrew Cross | Chief Financial Deputy Treasurer at the International New Zealand 
Officer Finance Corporation 
Erik Berglof Chief Economist | Director of the Institute of Global Affairs, | Sweden 


London School of Economics, and Chief 
Economist of the European Bank for 
Reconstruction and Development 


Source AIIB Governance 


The bank's charter gives the AIIB’s President and management a relatively greater 
degree of decision-making power, which enables the AIIB to act quickly and effi- 
ciently to make real-time decisions on project reserve and project design through to 
final operation, although its Board of Directors retains the veto power for project 
approval. The AIIB's governance structure is divided into three tiers: Board of 
Governors, Board of Directors, and Management. The Board of Directors is the 
highest authority of the Bank and may delegate certain powers to the Board of 
Directors and Management in accordance with the AIIB's Articles of Agreement 
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(Lichtenstein 2018). In contrast to the established MDBs, the AIIB has an unpaid 
non-resident Board of Directors. MDBs generally have permanent Boards of Direc- 
tors to manage day-to-day working operations, but these are associated with high 
costs, low efficiency and bureaucracy. 

The day-to-day operations of the AIIB are entrusted to the President and manage- 
ment. Its non-resident Board of Directors meets regularly once a year to deliberate 
on major issues, such as the AIIB's development strategy, lending policies and stan- 
dards, but other meetings can be arranged as required. This streamlined approach 
helps to reduce operational expenditure, enhance operational efficiency and eliminate 
red tape, thereby freeing up more funds for project investments. 


9.3 China's Role in the AIIB 


China has played a critical and prominent role in the creation of the AIIB. Xi Jinping, 
China's President, announced the plan to create the bank during his official trip to 
Indonesia in October 2013, marking the first such initiative by a non-Western state 
(Ransdell 2019). Moreover, while the WB and IMF both have their headquarters in 
Washington DC, the AIIB's headquarters are located in Beijing, China's capital. 

By leveraging on the AIIB, China seeks to take a lead in the new wave of Asian 
regionalism. Its injection of Chinese thinking/ideas and proposals into the establish- 
ment of the AIIB has enabled China to contribute to regional economic governance 
and regionalism in Asia while serving its own national interests. 

China has been successful in attracting both developed and developing countries 
as the "followership" of the bank. The popularity of the AIIB's founding membership 
proposals and its current membership representing 106 countries worldwide reflect 
China's important role in a new form of regionalism in Asia. 

Despite China leading the establishment of the AIIB and being the largest share- 
holder, with a de facto veto power, the AIIB does not belong to China. This was 
clearly acknowledged by the Ministry of Foreign Affairs (2023) in outlining China's 
official stance on its relationship with the bank: 


China actively plays its role as a shareholder, donor, and host country of the AIIB, follows 
multilateral rules and procedures, participates in decision-making through multilateral 
governance mechanisms such as the council and the board of directors, and strengthens 
communication and coordination with members and management. 


In the years since the AIIB's inception, China has seemed intent on downplaying 
the influence of its voting power in the bank's decision-making mechanism and 
adhering to its commitment to make decisions on major issues in a multilateral, 
open and transparent manner on the basis of communication and consultation with 
relevant parties. Although it is the largest shareholder in the bank, the AIIB lends 
much less to China than many other member countries, such as India and Indonesia. 
As of January 2023, the AIIB had approved 15 projects in China, with a total loan 
commitment of US$3.445 billion. 
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In June 2023, Bob Pickard, the former Director General for Communications at 
the AIIB, publicly accused China of political interference in the AIIB's operation 
and management, and claimed that the bank was controlled by Chinese Commu- 
nist Party members, who "operate like internal secret police" (Leahy et al. 2023). 
Following Pickard's accusation, the Canadian government announced that Canada 
would be halting all government-led activity with the bank and conducting a review. 
Ms. Chrystia Freeland, Canada's Finance Minister and Deputy Prime Minister, threat- 
ened that Canada might even withdraw its membership of the AIIB eventually. In a 
statement reacting to Pickard's accusation, the bank states that his allegation on the 
AIIB was baseless, and the AIIB welcomed the review announced by the Canadian 
government and would be cooperating fully (AIIB 20232). 

However, Bob Pickard has to date not offered any concrete evidence to substantiate 
this accusation. If the bank were controlled by the Chinese Communist Party and 
solely serving Chinese interests, the 105 member countries and territories would 
not have joined the AIIB. The AIIB's website has a comprehensive database listing 
all currently approved and proposed projects. Since every step of the AIIB project 
process has to comply with the abovementioned rules, regulations and norms, the 
bank has to undertake thorough evaluation of the merits, goals, costs and social and 
environmental impacts of all its projects. In its operations, the AIIB has thus far 
upheld its commitment to institutional transparency, accountability and openness. 

In 2017, the AIIB further enhanced its worldwide credibility by securing short- 
and long-term triple-A issuers ratings from the three most important international 
credit rating agencies. Moreover, maintenance of the high standards and best practices 
required by the WB and IMF could facilitate low-cost borrowing by AIIB from the 
international capital market, which in turn would help the AIIB to lend at more 
favourable interest rates (Gu 2017). 

Although the AIIB and the BRI were both initiated by China's President Xi 
Jinping, the AIIB was not created to serve such Chinese interests. Certainly, both the 
BRI and the AIIB are focused on investment in sectors such as energy, transporta- 
tion, and telecommunications and promotion of interregional connectivity through 
regional infrastructure improvement. However, the BRI is China's own initiative, 
while the AIIB has to abide by internationally recognized standards that require a 
multilateral approach whereby lending is based on consultation and communica- 
tion with all member countries. Some BRI-affiliated projects are indeed strategically 
guided and lack economic viability, but the projects financed by the AIIB have to be 
financially sustainable, environmentally friendly and welcomed by the local commu- 
nity in the recipient countries. In an interview, the director of the AIIB's Investment 
Operations Bureau commented as follows (Zhou 2018): 


The AIIB will never invest in ‘white elephant’ projects, or participate in some projects that 
consume huge cost resources but have low practicality. On the premise of profit, it serves a 
practical use for the local society, while not harming the local environment. 


There have, however, been claims that the BRI’s unilateral implementation 
approach has resulted in environmental damage, local community opposition, lack 
of project financing transparency and fair bidding, insufficient consultation with 
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multiple local stakeholders in the BRI countries. A report published by the Asia 
Society Policy Institute in June 2019 claimed that “... China's laissez-faire approach 
to infrastructure development makes it easier for Chinese actors to secure project 
deals and allows developers to benefit by cutting corners and evading responsi- 
bility for legal, social, labour, environmental, and other issues". (Asia Society Policy 
Institute, 2019) 

The AIIB Code of Conduct for Bank Personnel clearly states that bank personnel 
should remain independent from the influence of any governments, organizations and 
other entities. Meanwhile, China, although precluded from using the AIIB directly 
as a tool to fulfil its ambitious BRI agenda, is using the bank as leverage in pushing 
forward the BRI. It is hence not an exaggeration to claim that the AIIB is intended 
to project China's influence in Asia and beyond, and thereby to facilitate the BRI's 
implementation. In May 2017, the AIIB, and six other multilateral development 
banks, including the World Bank, signed the Memorandum of Understanding with 
China on Strengthening Cooperation in Related Areas under the BRI, aiming to 
build a stable, diversified and sustainable financing mechanism for the Belt and 
Road Initiative. 

Behind China's efforts to create the AIIB lies an aim to influence developing 
Asian countries to follow its infrastructure and economic development model. China 
is Asia's largest economy and has the potential to challenge Japan's position as the 
traditional leader of economic development in Asia over the past decades. 

China's de facto veto power and decisive influence in the AIIB could poten- 
tially undermine AIIB's legitimacy as a multilateral development organization if 
China were to choose to exercise its considerable powers in the bank's operation and 
management. Nevertheless, it is not in China's interest to undermine AIIB's oper- 
ations and credibility by intervening in or controlling the bank's operations. China 
thus far has not made any attempts to do so and it is likely that China will in future 
continue to exercise restraint in this regard. 

Before the creation of the multilateral AIIB, China predominantly provided bilat- 
eral financial support for infrastructure development, primarily through the domestic 
banks. The establishment of the AIIB not only signals China's shift towards a multi- 
lateral model for infrastructure investment but also reflects a broad change in its 
conduct of economic diplomacy. 
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9.4 The AIIB's Lending Operation in Practice 


Since its commencement in January 2016, the AIIB has adhered to the same high 
international standards, norms and practices as the other established MDBs in its 
operations and management. Specifically, the AIIB's Board of Directors has succes- 
sively approved and implemented the “Code of Conduct for Bank Personnel”, “Envi- 
ronmental and Social Framework", “Policy on Prohibited Practices", “AIIB Project- 
affected People's Mechanism", “Procurement Policy" and “AIIB Debarment List"? 
among others, which are all publicly available for reference on the bank's website. 

The AIIB had approved a total of 202 projects from 2016 to 2022, amounting 
to total financing of more than US$38.8 billion, involving sustainable infrastructure 
construction and green recovery of member economies in the fields of energy, trans- 
portation, water, telecommunications, education and public health, with projects 
located in 33 countries. Despite various challenges to its operations, including 
the shifting geostrategic environment, the COVID-19 pandemic and China's strict 
Zero-COVID policy, the bank is rapidly increasing its lending in regional countries. 

The AIIB has approved infrastructure development projects ranging from trans- 
portation, telecommunications, energy to economic resilience programmes for coun- 
tries suffering from the effects of the COVID-19 pandemic. The number of projects 
approved annually by the AIIB rose to 36 in 2022 from 8 in 2016 (Fig. 9.2). In 
total, the bank had approved 191 projects in 33 member countries, worth over 
US$36.44 billion, by October 2022, as an indication of China's new approach to 
international financing and infrastructure development abroad. 

The bank is also opening up new positions and conducting new recruitment exer- 
cises to attract more infrastructure investment specialists in transportation, energy, 
water management, telecommunications, and urban development. Currently, there 
are around 400 full-time staff from over 65 countries working in its headquarters in 
Beijing. The AIIB aims to double its staff headcount to around 800—900 by 2030? 

The working language in the AIIB is English. The vice presidents and senior 
management team of the bank are very diverse in terms of nationality, background 
and expertise. According to an AIIB vice president, Chinese nationals account for 
barely 25% of total bank staff.^ Although the United States and Japan are non-member 
states, the AIIB has hired both American and Japanese staff. 

The AIIB has implemented several major measures to expand its lending, enhance 
its lending practices, and mitigate the impacts to its operations brought about by the 
three-year-long COVID-19 pandemic. Since commencing operations in 2016, the 
AIIB has been engaging in co-financing of AIIB-approved infrastructure projects 


? The AIIB Debarment List aims to sanction firms and individuals that have engaged in fraud and 
corruption in AIIB-financed projects, contracts and activities in violation of the Policy on Prohibited 
Practices. Firms or individuals in this List would not be eligible to participate in or be awarded a 
contract in AIIB-financed projects and activities until the expiration of their respective debarment 
periods. 

3 Interview data with Senior Management member of the AIIB, conducted in July 2019. 


^ [nterview data. 
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Fig. 9.2 Annual approved projects by the AIIB. Source AIIB, 2023b. “Project Summary", status 
as on 23 June, 2023 


by partnering with existing MDBs which already have regional offices in project 
recipient countries. The AIIB has formed complementary working relationships with 
many other global and regional MDBs, such as the IMF, the World Bank and ADB, 
to jointly promote development financing in the region and beyond. On the one hand, 
cooperation with the established MDBs, governments and enterprises of the recipient 
countries has enabled the AIIB to diversify its lending risks by sharing the financial 
burden. Through such co-financing initiatives with other MDBs, the AIIB can draw 
on and learn from the partnering banks' rich experience in infrastructure financing 
and potentially avoid their mistakes. 

Over 8096 of AIIB's project lending practices (19 out of 23 AIIB-approved 
projects) in the first two operating years involved learning by doing through co- 
financing with the established MDBs. These initiatives helped the bank to quickly 
internalize the standards, norms and practices of international development financing 
which are respected and adhered to by the established MDBs. 

On the other hand, engaging in such a co-financing model would allow the AIIB 
to involve the regional office staff of its partner MDBs in project selection, on-site 
project monitoring and supervision. The AIIB could use feedback from partnering 
MDBs within its own assessment of the vitality of its investment projects. 

In July 2022, the AIIB's Board of Directors approved the establishment of a 
regional office in Abu Dhabi, United Arab Emirates (UAE), as the bank's first over- 
seas office. The UAE is one of the fast-growing emerging economies and this new 
office will help the AIIB expand its investment business and lending operations in the 
Middle East, Africa and Latin America. Furthermore, having regional offices closer 
to its clients and front lines of its business could enhance the bank's supervision 
of its growing investment portfolio and strengthen its project monitoring and local 
implementation of services. 
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Another measure adopted by the AIIB to expand its lending was the establish- 
ment of the AIIB Project Preparation Special Fund. This offers financial support 
for borrowers from developing countries with less technical experience in terms 
of infrastructure project preparation. China, the United Kingdom and South Korea 
have contributed to the AIIB Project Preparation Fund, which had total assets of 
US$104.8 million as of 31 March 2019 (AIIB 20192). This fund has disbursed 
US$0.3 million and US$0.02 million to Nepal and Pakistan for an urban infras- 
tructure improvement project in the former and water and wastewater management 
projects in the latter. 

The image of the AIIB among the international community has so far been largely 
positive. Its core values of “Lean, Clean and Green" are reflected in the AIIB's ethical 
Code of Conduct for Bank Personnel which was adopted in January 2016 and applied 
to all bank personnel, including the president, vice presidents and the whole senior 
management team. The AIIB's multilateral approach to infrastructure financing in the 
region involves commitment to an open tendering process, international competitive 
bidding and international procurement guidelines. 

The AIIB has clearly shown that "flexibility" will not be allowed to creep in and 
compromise its standards and practices of loan selection and approval procedures. 
As Jin Liqun (AIIB, 2019b), the AIIB's president, stated during his opening address 
to the Meeting of the AIIB Board of Governors 2019: 


And - in adherence to our values of being lean, clean and green — we set the bar on a par 
with the governance structure of other MDBs, .... Quality means selecting projects with 
high economic returns, designing them well and financing them sustainably. Quality means 
ensuring that projects benefit the local population, do no harm to people or the environment 
and leave no chance for corruption. This is what it means to be lean, clean and green. 


The increase in the bank's approved projects from 8 in 2016 to 50 in 2021, before 
slightly decreasing to 36 in 2022 due to the impacts ofthe global COVID-19 pandemic 
(Fig. 9.2), demonstrates that the bank is quickly building up its lending capacity. India 
is by far the largest borrower country by value, accounting for around a quarter of 
the bank's total loan portfolio, while China, Turkey, Indonesia and Bangladesh are 
the bank's other major borrowers. Its audited financial report indicates that although 
it is still in the start-up stage, the AIIB is making decent profit for its shareholders. 

The AIIB has since 2018 been shifting towards a model of less reliance on co- 
financing. This shift implies that the AIIB is becoming more confident in its own 
lending practices and expanding the geographical footprint of its lending operations. 
In July 2019, AIIB President Jin Liqun stated that the bank intends to expand the 
reach of its loan programmes beyond Asia. In January 2022, the bank approved 
its first project in Brazil to fund Banco de Desenvolvimento de Minas Gerais SA 
(BDMG) (a Brazilian Development Bank) for the BDMG Renewables and Asia 
Connectivity Facility. This move indicates that the AIIB is on the right track to 
become a formidable competitor for the existing West-dominated MDBs in terms of 
infrastructure financing. 
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9.5 Moving Forward 


In the past, many AIIB project loans were initially proposed and financed by the WB, 
ADB or the European Bank for Reconstruction and Development and supervised 
under WB and ADB rules and regulations. The AIIB has contributed additional 
funding to the existing financing mechanism for regional infrastructure development, 
but its involvement in such project financing has been merely as a minority or junior 
partner. 

The AIIB still has much ground to make up in terms of its capacity to take a lead in 
financing regional development. While the AIIB has started to affect the established 
architecture of infrastructure financing in Asia, it has yet to become a dominant or 
influential player. For now, the Western countries and their four dominant MDBs 
(namely the WB, the IMF, the ADB, and the European Bank for Reconstruction and 
Development) still have relatively firm control of the international financial market. 

The New Development Bank (NDB) is a multilateral development bank that was 
established by Brazil, Russia, India, China and South Africa (BRICS) in 2015, around 
the same time as the AIIB. The establishment of these two new MDBs resulted from 
shared geostrategic and geoeconomic dissatisfaction on the parts of China and other 
BRICS countries regarding the slow reform of an international financial governance 
system dominated by the West (Hofman and Srinivas 2022). In the eyes of the BRICS 
leaders, their countries’ economic power is rising rapidly, but this is not reflected in 
the existing international financial and economic architecture, where their interests 
are underrepresented. Although BRICS countries combined accounted for over 3096 
of global GDP, they have little say in the way in which established MDBs, such as 
the WB, IMF and ADB, are run. This dissatisfaction was clearly stated in the III 
BRICS Sanya Declaration (201 1): 


We call for a quick achievement of the targets for the reform of the International Mone- 
tary Fund agreed to at previous G20 Summits and reiterate that the governing structure 
of the international financial institutions should reflect the changes in the world economy, 
increasing the voice and representation of emerging economies and developing countries. 


In 2021, the NDB admitted four new member countries, namely Bangladesh, 
Uruguay, the United Arab Emirates and Egypt. In comparison to the China-led AIIB, 
all five founding BRICS countries have equal voting shares in the NDB. The bank 
has an authorized capital of US$100 billion, which is divided into one million shares 
that have a par value of $100,000 each. Founding members each had a 2096 share of 
the NDB’s capital and were allocated equal shares (see Table 9.3). 

Despite China's economy being far larger than those of the other four BRICS 
countries combined, the NDB shareholding structure provides equal voice to all 
BRICS countries. As stated in the Agreement on the NDB, the presidency of the 
bank is rotated among the founding BRICS countries. China's influence in the NDB 
is expected to be lower than in the AIIB as it has no veto power over the bank's 
critical decisions. (NDB 2014) 

The NDB had approved 74 projects worth US$29.14 billion by December 2021. 
All of its lending has been to the five BRICS countries, whereas the AIIB had 
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Table 9.3 Shareholding of the NDB 


Member country Shares (number) Subscribed capital 

Brazil Shares subscribed: 100,000 Amount (million USD): 10,000.0 
Exercisable votes: 100,000 Per cent of total: 19.4296 

Russi Shares subscribed: 100,000 Amount (million USD): 10,000.0 
Exercisable votes: 100,000 Per cent of total: 19.4296 

India Shares subscribed: 100,000 Amount (million USD): 10,000.0 
Exercisable votes: 100,000 Per cent of total: 19.4296 

China Shares subscribed: 100,000 Amount (million USD): 10,000.0 
Exercisable votes: 100,000 Per cent of total: 19.4296 

South Africa Shares subscribed: 100,000 Amount (million USD): 10,000.0 
Exercisable votes: 100,000 Per cent of total: 19.4296 

Bangladesh Shares subscribed: 9420 Amount (million USD): 942.0 
Exercisable votes: 9420 Per cent of total: 1.8396 

United Arab Emirates Shares subscribed: 5560 Amount (million USD): 556.0 
Exercisable votes: 5560 Per cent of total: 1.0896 

Total Shares subscribed: 514,980 Amount (million USD): 51,498.0 
Exercisable votes: 514,980 Per cent of total: 100.0096 


Notes (1) Exercisable votes reflect status of paid-in capital received as of 24 May 2022; (2) The 
total per cent of subscribed capital may not add up to 10046 due to rounding 
Source NDB (2023) 


approved a total of 191 projects in 33 member countries, with investments of over 
US$36.44 billion up to October 2022. The AIIB and NDB’s partnerships with 
other established MDBs complement their efforts to finance regional infrastructure 
development in the region and beyond. 

The AIIB is an ambitious project that demonstrates China's commitment to 
regional infrastructure financing. As stated by Xi Jinping in 2014, the AIIB's primary 
task is to finance infrastructure development in Asia, which echoes well the stated 
mission of the BRI (Yu 2017). Indeed, many projects currently financed by the AIIB 
are in countries along the Belt and Road routes, which have established friendly and 
trusted relations with China over the years (Yu 2022). 

The AIIB is, however, facing global geostrategic challenges arising from the power 
rivalry between China and the United States, Russia's war against Ukraine and the 
deteriorating domestic economic and financing situations in many member countries 
largely due to the COVID-19 pandemic. Against the backdrop of intensifying power 
competition between China and the United States, funding of infrastructure by the 
AIIB is likely in the near future to play an increasingly important role in China's 
efforts to win over the support of developing countries in Asia and beyond. 

The AIIB is a reflection of China's ambitions regarding development financing 
in Asia. However, in the face of international rules, standards and practices shaped 
by the West-dominated MDBs, at present it is performing a complementary role 
in international development financing by partnering with other MDBs and making 
additional financing contributions (Yu 2023). Compared to its existing MDB peers 
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in general and the WB and ADB in particular, the AIIB's overall approved lending 
portfolio still has only a relatively small number of investment projects. China conse- 
quently still has some way to go before it can credibly claim the leadership role in 
Asian infrastructure financing. 
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Chapter 10 A) 
Belt and Road Initiative 2.0 oeste 
in the Making: How Far Can It Go? 


The shifting global geopolitical environment amidst the power rivalry between the 
United States and China and the once-in-century global COVID-19 pandemic have 
pushed China to rely more on the domestic market, demands and resources for 
generating economic growth at home. The Chinese central government has for the 
past few years proposed and implemented a new development paradigm of “dual- 
circulation" (domestic and international) strategy, which emphasises the domestic 
market and demands as the primary force to drive development. 

Meanwhile, the other side of China's circulation strategy is to open up its domestic 
economy to the world and to gain wider international market access for the Chinese 
firms. The Belt and Road Initiative is at the heart of international circulation under 
this strategy. The international market is crucial to hundreds of export-oriented manu- 
facturing industries located in the Chinese coastal provinces, where millions of 
Chinese workers working in these industries rely on foreign markets and imports 
of intermediate goods and materials from abroad. 

The completion and subsequent operation of the China-Laos Railway, the Phonon 
Penh-Sihanoukville Expressway and many other BRI infrastructure projects demon- 
strate that the BRI remains on track. According to China's Ministry of Commerce 
(2021), compared to the corresponding figures in 2018 and 2019, Chinese direct 
investment to the BRI countries recorded modest increases to US$18.1 billion in 
2020 and US$20.3 billion in 2021. It indicates that China is still pumping money 
into the BRI-related projects abroad despite the changing global geostrategic envi- 
ronment and the global COVID-19 pandemic. Nevertheless, compared to when the 
initiative was initially launched in 2013, many new and complex challenges are facing 
implementation of the BRI. 

Despite China's claims that the BRIis an economic cooperation initiative that will 
foster economic growth and industrial development for the participating countries, 
to create trade and investment opportunities and promote stability and peace in the 
world, the perception of China in general and the BRI in particular throughout the 
world is becoming increasingly negative. For example, according to a survey report 
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by the ISEAS-Yusof Ishak Institute (2020), among member states of the ASEAN 
attitudes towards China have become increasingly complex and cautious. Most of the 
Southeast Asian elites surveyed believe that “China is a revisionist power and intends 
to turn Southeast Asia into its sphere of influence", with 63.696 of the respondents 
having little or no confidence in China's BRI. Moreover, the Pew Research Centre's 
Global Attitude Survey on China (2020) shows that the developed Western nations 
are also adopting increasingly negative attitudes towards China. 

Meanwhile, mixed reactions and suspicion regarding the BRI from the partici- 
pating countries are a product of a lack of trust in China and the motivations behind 
its push for the initiative. Many BRI countries are unclear as to whether or not the 
initiative will truly bring a win-win outcome with equal benefits and prosperity for 
all parties. China therefore needs to take practical steps to adjust its approach to 
promoting the initiative in response to the new regional and global new geopolit- 
ical environment. In the post-COVID-19 era, the international community needs to 
rebuild to create an open world economy and resilient regional and global industrial 
chains. And China's participation will be very important. 

To achieve sustainability of the BRI, China needs to improve openness and trans- 
parency in its overseas infrastructure projects, pay more attention to the sustain- 
ability of borrowing in developing countries along the route and consider the long- 
term fiscal impact of borrowing for infrastructure projects on relevant countries (Yu 
2022a). Excessive borrowing could pose a threat to financial sustainability for the 
borrowing countries. According to Horn et al. study (2019), low-income countries 
that have encountered huge debt burdens associated with China's BRI investment 
include Laos, Pakistan, Mongolia, Kyrgyzstan and Djibouti. 


10.1 Readjustment of BRI Implementation! 


China needs to calmly assess the progress made over the past decade since the 
implementation of the BRI and face up to the challenges. Against the backdrop 
of mounting pressure and serious challenges faced by BRI implementation, this 
initiative has reached a crossroads’ moment requiring recalibration and readjustment. 
Given the diversity of BRI countries and their individual domestic conditions, China 
acknowledges that it is difficult for them to replicate China’s own development model 
centred on domestic infrastructure development. 

The construction and operation of BRI projects should fully take into account 
the feelings of local residents and communities and benefit the people and local 
communities of countries along the route, so that the BRI projects can truly integrate 
into those countries. For Chinese enterprises to successfully “go global", they need 
to accept and adapt to global standards and prevailing international rules, establish 
sustainable development principles and play the role of responsible investors. They 


! An initial version of this chapter was first published as an academic article at (Yu 2023). 
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need to pay equal attention to the economic benefits of their overseas investment 
projects, the voice of the local community and sustainability of the environment. 

In response to the international scepticism and criticisms of BRI implementation, 
during the second BRI summit in 2019, Xi pledged to deliver a multilateral BRI 
that would generate benefits for all participating countries. China has made adjust- 
ments to its BRI strategy through diversification and expansion of industrial sectors 
and cooperation areas under the BRI framework. BRI implementation was initially 
centred on infrastructure financing and construction, but its scope has now been 
expanded to include areas such as green and digital economy and health care. 


10.1.1 Renewable Energy Sector 


In order to deliver on its promise of a high-quality BRI, China is planning to build a 
green Silk Road, pay attention to the ecological protection and natural environment 
sustainability of countries along the route and minimise the potential environmental 
impact of investment projects on the BRI countries. In June 2021, China and 28 
countries, including Singapore, Thailand and Kazakhstan, jointly launched the BRI 
Green Development Partnership Agreement, pledging to support the green and low- 
carbon development of the BRI countries, increase financing for low-carbon and 
environmentally friendly projects and promote the use and development of renewable 
energy.” 

In September 2021, the Chinese authorities pledged not to approve any new over- 
seas coal power generation projects and to vigorously support BRI countries in devel- 
oping green and low-carbon energy. Chinese enterprises have strong manufacturing 
capacity and rich experience in the renewable energy sector. China is the world's 
largest producer of renewable energy equipment (e.g. wind and solar), accounting 
for 3696 and 3996 of the world's total solar photovoltaic capacity and total wind power 
installed capacity, respectively. China will be able to provide renewable energy equip- 
ment and transfer relevant technologies to countries along the Belt and Road routes, 
which will help them in their energy transition. 

In addition, the Chinese authorities and Chinese firms have started to incorpo- 
rate environmentally sustainable objectives into their BRI implementation plans and 
Chinese firms have started to assess the environmental impact of projects in coun- 
tries along the BRI route, focus more on financing the construction of low-carbon 
clean energy projects and promote low-carbon development in BRI countries. China 
is seeking to place equal emphasis on the economic and environmental sustain- 
ability of BRI projects. In September 2021, the Nanoujiang Cascade Hydropower 


2 These countries include Afghanistan, Bangladesh, Brunei, Cambodia, Chile, Colombia, Fiji, 
Indonesia, Kazakhstan, Kyrgyzstan, Laos, Malaysia, Maldives, Mongolia, Myanmar, Nepal, 
Pakistan, the Philippines, Saudi Arabia, Singapore, Solomon Islands, Sri Lanka, Tajikistan, 
Thailand, Turkmenistan, United Arab Emirates, Uzbekistan and Vietnam. 
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Station in Laos, which was invested and constructed by the China Power Construc- 
tion Group Co., Ltd., came into full operation. This hydropower station can supply 
127.2 million kilowatts of stable and reliable clean energy, which is sufficient to 
meet more than 1246 of Laos' electricity needs. In the process of project construc- 
tion and operation, Chinese enterprises trained local Laotian technical talents in water 
resources' utilisation and management, to assist in the transformation of local energy 
use and promote sustainable development. 

Prior to 2019, China's investment in overseas energy projects had been strongly 
tied up with carbon-intensive fossil fuels such as coal. Coal power generation is 
the world's single biggest cause of carbon emissions. However, in line with China's 
plan to cut domestic coal production and the overcapacity of coal-related equipment 
manufacturing at home, Chinese firms and banks have been willing to finance and 
build coal-fired power plants abroad. According to the findings of a World Resource 
Institute report published in 2018, from 2014 to 2017, 95% of overseas energy invest- 
ments by Chinese state-owned enterprises were in fossil fuels, and 61% of energy- 
sector loans funded by the China Development Bank and Export-Import Bank of 
China were also channelled into fossil fuels (Zhou et al. 2018). 

According to data from the Council on Foreign Relations (2021), 4096 of BRI 
lending for the energy sector in Pakistan went to coal-fired power plants in 2018, 
which have had a major effect of increasing local carbon emissions. Many of the BRI 
energy and transport projects were built without conducting proper environmental 
impact assessment studies (Yu 2022b), which could generate long-lasting nega- 
tive environmental consequences for the recipient countries. In response to climate 
change, Bangladesh, Egypt and some other developing countries have updated their 
energy development plans to promote energy diversification strategy and restrict new 
coal-fired power plants. 

Meanwhile, leveraging on its strength as the global renewable energy superpower, 
China is promoting the green BRI by gradually shifting the focus of its overseas 
energy investments to more renewable power projects. The share of renewables had 
risen to 5796 (or US$11 billion) of China's total energy investment in 2020, compared 
to the 2019 figures (Nedopil 2021). For example, China sent an official letter to 
Bangladesh in February 2021 announcing that the Chinese side intends to phase 
out coal project investment in Bangladesh, including the proposed US$433 million 
Gazaria 350-megawatt coal-fired thermal power plant (Green Belt and Road Initiative 
Center April 2021). Given that Bangladesh is one of the world's biggest recipients 
of coal financing, along with Indonesia, Vietnam, South Africa and Pakistan, and 
70% of all coal-fired power plants built in the world today are funded by China, 
China's announcement to phase out coal investment in Bangladesh is both symbolic 
and significant. China could be expected to make similar announcements in other 
BRI countries too. 

However, China's endeavour for a clean and green BRI has limitations. Some 
data convey a contradictory message from the Chinese side regarding BRI-affiliated 
investments on the energy sector. Although China's investment in renewables has 
increased, the share of carbon-intensive coal investment in its total energy-sector 
investment went up to 27% in 2020 from 15% in 2018 (Nedopil 2021). This signals 
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that China has yet to make a decisive move towards investing primarily in environ- 
mentally friendly BRI projects. Chinese firms and banks so far have not stopped 
financing or building carbon-intensive coal-fired energy projects in the BRI coun- 
tries, despite international calls to stop funding coal-fired power plants. For example, 
China's State Development Bank has recently financed a coal-fired power plant in 
Pakistan and the Export-Import Bank of China has funded a new coal investment 
project in Serbia (Ma et al. 2021). 

While China is moving towards developing a green Silk Road and Chinese 
firms have taken steps towards mediating environmental impact of the BRI projects, 
conducting due environmental and social impact assessment and mediation is both 
costly and time-consuming. The extent to which the Chinese side and the partici- 
pating countries will in the future pursue a sustainable path for BRI implementation 
by ramping up environmental safeguards remains to be seen. 


10.1.2 Health Care 


The “Health Silk Road" (or HSR) has become an important part of China's promotion 
of the BRI since the outbreak of the COVID-19 pandemic. Chinese President Xi 
Jinping repeatedly said that any vaccine developed and put into use by China would 
be used for the global public good in the fight against the pandemic. Vaccines, as 
the ultimate weapon to end the pandemic, had become one of the most sought-after 
strategic commodities in the world during the pandemic. 

China's rapid development of several effective COVID-19 vaccines, mainly 
comprising Sinovac and Sinopharm vaccines, has become the starting point for 
China's foreign promotion of the HSR. In 2021, Sinopharm and Sinovac vaccines 
were successively approved by the World Health Organisation (WHO) as new 
COVID-19 vaccines for emergency use, and they were also the first two vaccines 
developed by non-Western countries and to have their safety and efficacy recognised 
by the WHO. 

China has become the world's largest exporter of coronavirus vaccines. Based on 
the Chinese-made vaccines, China has been actively promoting the Health Silk Road 
regionwide and worldwide since late 2020. By January 2022, China had exported 
more than 2 billion doses of COVID-19 vaccines to more than 120 countries (Bridge 
Consulting, 2022). Chinese vaccine manufacturers are also working with overseas 
partners to set up overseas filling and production facilities for Chinese vaccines in 
Indonesia, the United Arab Emirates, Egypt, Malaysia and Brazil. This provides an 
opportunity to deepen cooperation between China and the BRI countries in the areas 
of public health and capacity manufacturing. 

Expanding its export of coronavirus vaccines will also help China to enhance 
its soft power and global influence. Furthermore, according to the Lowy Institute's 
vaccine donation data (2021), China is the second-largest COVID-19 vaccine donor 
after the United States. The United States had so far donated 91.9 million doses of 
vaccines abroad, while China had donated 38.9 million doses by 2021. 
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Other BRI adjustment measures adopted by the Chinese authorities and Chinese 
companies in the past several years include project refinancing and debt deferment 
and shifting the focus of third-party market cooperation on energy investment to 
more environmentally friendly projects such as wind and solar power. Moreover, 
due to pressure from foreign governments and the local community in the past few 
years, Chinese firms' business operations and practices in the host countries have 
become more localised. 

Chinese companies' "localisation" strategy in relation to BRI projects covers 
employee recruitment, raw materials and equipment procurement and revenue contri- 
bution. In addition, Chinese enterprises investing and building Belt and Road projects 
overseas have started to pay more attention to the traditional customs, cultural diver- 
sity and differences of countries along the route. Chinese enterprises are taking 
the initiative to go into the community, fulfil their social responsibilities, engage in 
dialogue with local people and communities and become integrated into local society 
as long-term investors and responsible stakeholders. 

Another major readjustment to BRI implementation is that China has shown 
its willingness to take refinance projects in the low-income developing countries. 
Malaysia's East Coast Rail Link (ECRL) project is such a case in point. The ECRL is 
a flagship project between China and Malaysia under the BRI, and it is also the largest 
Chinese investment to Malaysia. China and Malaysia signed the ECRL construction 
agreement in 2016, and the project was officially launched in 2017 during the then 
Malaysia's Prime Minister Najib's era. 

Faced by heavy criticism and pressure from the then Prime Minister Mahathir's 
administration regarding lack of openness and transparency of the project design 
and financing, and the expensive construction cost, China agreed to debt refinancing 
and project redesign measures for the ECRL project, and financing restructuring 
arrangements were concluded in 2019. According to this supplementary bilateral 
agreement, China offered the concession to Malaysia of lowering the construction 
cost of the ECRL project to RM44 billion, which was roughly 35% of the originally 
agreed cost. Meanwhile, the total cost of the ECRL project was reduced by roughly 
25% after the contract renegotiation, to RM66.02 billion from the original cost of 
RM85.97 billion (see Table 10.1). 


Table 10.1 Cost comparison of the ECRL project 


Cost breakdown Original cost (RM billion) | Amended cost (RM billion) 
Construction cost 66.78 44.00 
Land cost 7:55 8.92 
Project cancellation/suspension cost | N.A 1.00 
Interest during construction 11.09 11.70 
Operating expenditure 0.55 0.40 
Total 85.97 66.02 


Source Ministry of Transport, Malaysia 
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The construction of the ECRL project has been resumed since this financial 
restructuring. The ECRL case reflects China's flexibility on BRI implementation, in 
response to doubts over debt sustainability and requests from the low-income recip- 
ient countries to lessen their debt burdens (Yu 2019). A lesson that China has learnt 
from the ECRL project is that changing political sentiments towards the Chinese 
investments among governments in the BRI countries could pose serious operational 
challenges and risks to the completion of the infrastructure projects. 

In addition, in June 2020, China acted on the G20 initiative to suspend debt 
repayment "for the poorest countries" by announcing its consent to a temporary 
suspension of debt repayment (due by the end of 2020) for 77 developing countries 
and territories. China further supported the extension of the G20's Debt Service 
Suspension Initiative (DSSI) for the eligible countries to December 2021 (Ministry 
of Foreign Affairs of China 20212). 

Based on the World Bank/International Monetary Fund's Debt Sustainability 
Framework for Low-Income Countries, China's Ministry of Finance issued the “Debt 
Sustainability Framework for Participating Countries of the Belt and Road Initiative" 
in April 2019. This introduced a form of debt sustainability analysis for the BRI 
countries, while the Debt Sustainability Framework is non-mandatory. 

Chinese authorities, such as the Ministry of Foreign Affairs and Ministry of 
Finance, claim that China has already offered debt relief in the form of emergency 
loans and extended loan maturities to the poorest countries affected by the COVID- 
19 pandemic and domestic economic crises. China also claims that it was the biggest 
contributor to a programme to temporarily suspend interest payments by borrower 
countries during the global pandemic. 

The need to safeguard domestic financing stability does, however, restrict China's 
flexibility in refinancing and debt reduction for BRI infrastructure projects. The 
renegotiation of contracts for BRI projects could have impact in terms of domestic 
economic slowdown and capital flight that might threaten China's domestic financial 
stability. The Chinese banking institutions have no intention of writing off debt for 
the BRI countries, but delaying debt repayment and debt restructuring are open for 
negotiation. During the annual meeting of the Boao Forum for Asia in April 2021, Hu 
Xiaolian, then Head of the Export-Import Bank of China, who is one of the largest 
Chinese creditors for foreign lending, said that China would consider delaying debt 
repayments for borrower countries which are struggling to repay their debt due 
to domestic economic crises deriving from the severe impacts of the COVID-19 
pandemic. However, China would not offer debt reduction or debt relief for these 
countries, because it would harm Chinese commercial interests and safety of the 
Chinese lenders' loans. 

Moreover, China is seeking to cooperate with the participating countries and the 
established multilateral financial institutions to jointly enhance debt management 
capacity of the borrowing BRI countries, through adopting a flexible approach of 
"third-party market cooperation" under the BRI umbrella (Ministry of Foreign Affairs 
of China 2021b). China's MOF has already signed MOUS with various multilateral 
development banks in order to forge partnerships that will advance progression of 
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the BRL, China's central ministries have also signed such agreements with 14 coun- 
tries, such as France, Italy, Japan, Switzerland and Singapore, to enhance third-party 
market cooperation on infrastructure financing and construction in both BRI and 
non-BRI countries. For example, among these countries, France and Japan have not 
signed up for the BRI. 

Cases of third-party market cooperation between Chinese firms and foreign 
companies include the following: the State Grid of China and Singapore Power 
collaborated to co-invest in an energy network project in Australia involving the 
gas transmission line from Northern Territory to eastern Australia; China Commu- 
nications Construction Group collaborated with a German firm to build the Maputo- 
Katembe Bridge and Linkroads Project in Mozambique and China Railway Group 
cooperated with an Italian firm working on a water supply project in Beirut, Lebanon. 

These readjustments to BRI implementation demonstrate that, despite certain 
limits and restrictions, China can apply adaptability and flexibility. The implemen- 
tation of the initiative has been evolving over time, and in the future a more open 
China will play a pivotal role in the world economy. Through the BRI, China and 
the participating countries will improve interregional connectivity, expand bilateral 
trade and two-way investment and drive the Chinese economy to become deeply 
integrated in the global economic system. Expansion of the BRI’s circle of friendly 
countries can create a positive environment for China’s international development 
and help China respond strategically to the changing global geopolitical situation. 

Central Asian countries have both geographical proximity and close economic ties 
with China. Those Central Asian states of smaller size and with limited capabilities 
have asymmetrical relations with China, their giant neighbour. Proposals for China’s 
contemporary continent-based Silk Road initiatives were first put forward in Central 
Asia. The Silk Road Economic Belt, which forms the continental component of the 
Belt and Road Initiative, was launched by President Xi Jinping during a speech at 
Nazarbayev University in the Kazakh capital in September 2013. Literally, the seeds 
of the Belt and Road Initiative were sown in Kazakhstan. 

Alongside the ASEAN countries, Central Asia is one of the core regions in China’s 
push for the BRI implementation. It is therefore worthwhile examining how the 
readjustment of BRI implementation is playing out in the Central Asian countries. 


10.2 BRI Implementation in Central Asia 


Central Asia (see Map 10.1 for the geographical location of Central Asian countries) 
is recognised as a geographical region that comprises five countries: Kazakhstan, 
Uzbekistan, Tajikistan, Kyrgyzstan and Turkmenistan. These countries declared 
independence from the Soviet Union in December 1991. Although they have abun- 
dant energy and other mineral resources, Central Asian countries are characterised 
as having weak economies and underdeveloped industries. Moreover, in many 
Central Asian countries, political and social instability have been fuelled by rampant 
corruption and cronyism. 
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Map 10.1 Location of Central Asian Countries 


The unprecedented turmoil in Kazakhstan in the beginning of 2022, sparked by 
petrol price increases, was a vivid example of the vulnerable and volatile polit- 
ical and social situation in Central Asia. In Almaty, the epicentre of Kazakhstan's 
unrest, gunfire echoed through the government buildings and streets. Kazakh Pres- 
ident Kassym-Jomart Tokayev called the unrest a “Coup attempt". In response to 
an urgent appeal by President Tokayev, the Russia-led Collective Security Treaty 
Organisation (CSTO), for the first time since its inception, sent massive numbers 
of troops to Kazakhstan to help to restore local public order and safeguard critical 
infrastructure facilities such as airports. The unrest in Kazakhstan was due to more 
than the petrol price hike, as it can also be attributed to accumulation of political, 
social and economic problems which have been left unresolved by the government. 

Central Asia is one of the key regions for China's neighbourhood diplomacy in 
general and its push for the BRI in particular. Geographically, Central Asia plays 
an indispensable role in connecting China with the vast Eurasian continent. Central 
Asian countries are situated in prime locations in relation to overland trade routes 
linking East Asia with Europe. China sees the region as a crucial overland passage 
alternative for the maritime trade to Europe. Access to Central Asia is thus vital 
in guaranteeing open passage for the Silk Road trade routes. Historically, Central 
Asia was a key participant in the ancient Silk Road trade until its decline by the 
mid-fifteenth century. Uzbekistan's Samarkand is an ancient Silk Road city; hence, 
many Central Asians are familiar with the Silk Road concept and tend to be more 
amenable to the concept of the BRI. 

The geographical isolation imposed by their unique landlocked status has moti- 
vated the Central Asian states to welcome and participate in the BRI. A lack of 
both intra-regional and cross-border connectivities (e.g. insufficient road, rail and 
air networks) has long constricted the economic development of the Central Asian 
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countries, largely due to high transport and logistical costs for accessing the sea to 
participate in maritime trade. As a consequence, Central Asia has achieved only a 
low level of integration into the global economy. 

China's BRI, which is centred on promoting infrastructure-driven connectivity, 
offers the Central Asian countries a viable but affordable option to improve their intra- 
regional and cross-border connectivity by building transport and other infrastructure 
projects. The enhanced connectivity will empower the regional countries to unleash 
their growth potential, to promote trade and pursue industrial take-off. 

China's relations with Central Asian countries have been visibly picking up pace 
in recent years. In September 2022, President Xi made a state visit to the Central 
Asian countries of Kazakhstan and Uzbekistan. As Xi's first foreign visit since the 
outbreak of the COVID-19 pandemic in 2020, this trip signals the significance of 
Central Asia in China's foreign policy and its global diplomatic outreach. 

On 18-19 May 2023, a two-day China-Central Asia summit was held in the city 
of Xi'an, the ancient capital of China and the Eastern starting point of the ancient Silk 
Road. It was symbolic as the first in-person gathering of such kind since diplomatic 
relations were established between China and the five Central Asian nations in 1992. 
It was attended by China's President Xi Jinping and the presidents from all five 
Central Asian countries. 

The China-Central Asia summit was replete with symbols of the ancient Silk 
Road. The venue chosen for the summit was Tang Paradise, a large theme park with 
buildings and gardens incorporating elements of the Tang Dynasty (618—907 BC), 
during which period the ancient Silk Road arguably reached its zenith. This clearly 
signalled China's President Xi Jinping desire to convey to the Central Asian leaders 
that the historical bond between China and Central Asia under the ancient Silk Road 
should not only be cherished but revived under the BRI. 

During the summit, Xi Jinping pledged to offer RMB26 billion (about 
US$38 billion) in a package comprising both financing support and grants in order to 
promote bilateral cooperation between China and the Central Asian countries under 
the BRI umbrella and support those nations' domestic development (Ministry of 
Foreign Affairs of the People's Republic of China 2023a). As stated in the China- 
Central Asia Summit Xi' an Declaration, the Central Asian leaders endorsed China's 
greater engagement with the region under BRI implementation (Ministry of Foreign 
Affairs of the People's Republic of China 2023b). This summit is perceived as a 
diplomatic victory for China and a major achievement for its outreach endeavour 
under the BRI. The Chinese and Central Asian leaders agreed to institutionalise their 
summits and hold meetings every two years, hosted alternately by the six countries. 
The second summit will be held in Kazakhstan in 2025. Beijing is expected to gain 
much from its deepened relations with the Central Asian nations, while both Moscow 
and Washington struggle to match Beijing's investment commitment to the region. 

As reflected in the summit’s joint declaration, the bilateral cooperation between 
China and Central Asia is multidimensional, focusing mainly on connectivity, trade 
and economic aspects, but also covering cultural and people-to-people exchange, 
agricultural development, national capacity building, security and the high-tech 
sector. Nevertheless, while the joint declaration was heavy on pledges and rhetoric, it 
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was short on concrete projects and action roadmaps. The leaders agreed to speed up 
work on the planned construction of China-Kyrgyzstan-Uzbekistan (CKU) railway, 
which could become a flagship project in Central Asia under the BRI. The geological 
survey for this railway construction plan was completed in October 2022. On the one 
hand, the construction of the CKU railway will facilitate the exports of Chinese-made 
products to the markets of the Middle East, Iran, Turkey, the Caucasus and Europe by 
shortening transport distance and reducing logistics cost. On the other, the railway 
will help to transform the landlocked region of Central Asia into a transcontinental 
transport hub connecting East Asia, South Asia, the Middle East and Europe. 

New geopolitical realities in Central Asia are unfolding, whereby Chinese influ- 
ence is rapidly growing in the region via the BRI implementation. Beijing's pursuit 
of close partnerships with Central Asia forms part of China's broader plan to deepen 
political, economic and security relations with the BRI countries within a new multi- 
polar world order that could counter the United States-led global order. Due to the 
growth of China's global influence, Kazakhstan, Uzbekistan, Tajikistan, Kyrgyzstan 
and Turkmenistan all anticipate reaping economic benefits from spillover to the 
region of China's rapid development dividend. The Central Asian countries also 
view the BRI as offering an alternative to the conventional Russian domination of 
the region's political, economic and strategic spheres. 

The BRI could be instrumental in facilitating cross-border trade and investment 
across the Belt and Road countries through its focus on infrastructure connec- 
tivity improvement. Baniya et al. (2019) showed that the BRI-linked transporta- 
tion projects, through improvement of economic corridors, could increase the total 
amount of exports among the participating countries by 4.6% and by 7.2% when 
border delay issues are reduced. 

BRIimplementation in Central Asia has also increased China's access to resources 
that it needs to power economic growth at home, since the Central Asian coun- 
tries have abundant reserves of oil, gas, gold, coal and other mineral resources. For 
example, 21% of China's imports of zinc and lead come from the Central Asia region 
(Umarov 2020). 

Central Asia is situated in the key node for the China-Europe Railway Express, 
which is a flagship project for overland connectivity under the BRI. All routes of the 
China-Europe Railway Express service will have to pass through Kazakhstan before 
heading towards other Eurasian countries as well as Europe. According to a Ministry 
of Commerce of China source (2022), the number of trains increased from 80 in 2013 
to 12,406 in 2021, with the numbers of outbound and return trips becoming more 
balanced (Fig. 10.1). By 2021, the capacity of train cargo shipments had risen to 
1.46 million TEUs. The Railway Express is thus emerging as a viable transportation 
means for trade on the Eurasian continent. 

Despite the Central Asian nations having abundant agricultural, energy and other 
mineral resources, realisation of their development potential has been hampered 
by the low level of intra-country and intercountry infrastructure connectivity. All 
Central Asian states are landlocked and geographically isolated with the outside 
world. From the Central Asian perspective, their geographical isolation attributed by 
their landlocked condition drives the Central Asian countries to embrace the BRI, 
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Fig. 10.1 Operation of the China—Europe Railway Express. Sources Office for the CCP Central 
Leading Group for BRI and State Railway Corporation of China (2021) 


which promises for better connectivity, trade opportunities and access to the huge 
Chinese market. Enhanced connectivity will be crucial to unleash economic growth 
potential of landlocked Central Asian countries. A lack of connectivity, including 
infrastructure underdevelopment and the relatively high transport and logistics costs, 
constraints the economic development of the regional countries in Central Asia. 

The BRI-affiliated infrastructure projects will help the Central Asian countries to 
develop new trading routes (via Afghanistan, Pakistan and China) and thus to diver- 
sify their trade. Central Asian countries are keen to circumvent Russian hegemony 
by reducing the trade and economic dependence on Russia since their independence. 

Enhanced intra-regional connectivity through the development of roads, railways, 
civil aviation and telecommunication facilities under the BRI cooperation frame- 
work will also help to boost regional economic integration among the Central Asian 
countries. 

Pursuit of enhanced connectivity and developing new trade routes have domi- 
nated the geopolitical and geoeconomic calculations of the Central Asian countries 
to embrace the BRI for the past decade. The rail and road network, civil aviation and 
telecommunication facilities are all badly needed to upgrade and improve. According 
to the World Economic Forum (2019), Central Asian countries (e.g. Tajikistan and 
Kyrgyzstan) lag behind many other countries in global rankings on infrastructure 
readiness. Improvement of transportation and other infrastructure in the Central Asian 
countries is essential in order to overcome their landlocked geographical disadvan- 
tage, boost local economic growth and increase their participation in regional as well 
as global trade networks. 

In addition, Central Asian nations aspire to increasing their manufacturing 
capacity in such as the textile and garments, food processing and transport equipment 
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industries, but they need investment, technology and management skills and exper- 
tise in order to make meaningful inroads. Based on China's strength in the infras- 
tructure construction sector, Central Asia views China as a much-needed source of 
foreign investment for improving the region's infrastructure connectivity. Numerous 
China-funded large-scale transport and other infrastructure projects have either been 
completed or are under construction in the region, including highways, bridges, 
power plants, tunnels and airport upgrading. 

Meanwhile, from a security perspective, China views Central Asia as crucial 
to safeguarding national security in its Western Region in general and Xinjiang 
in particular. Kazakhstan, Tajikistan and Kyrgyzstan share a 3300-km border with 
Xinjiang, which is arguably the region of China most beset by domestic security and 
stability problems. 

Xinjiang is a highly sensitive issue in China's relations with the Central Asian 
states. There are roughly 1.5 million ethnic Kazakhs, 180,000 ethnic Kyrgyz, 50,000 
ethnic Tajiks and 10,000 ethnic Uzbeks living in Xinjiang (Umarov 2020). Under- 
standably, Central Asians feel a strong ethnic and religious kinship with the Uyghurs. 
The China image and its reputation in Central Asia have been somehow damaged 
since the early 2010s following the tightening up security measures and policies 
against the ethnic minorities in Xinjiang, including Uyghurs, Kazakhs, Kyrgyz and 
Tajiks. Although the respective governments in the Central Asian states insist that the 
Xinjiang issue is an internal matter for China, many in Central Asia have criticised 
Beijing's heavy-handed ethnic policies in Xinjiang and its harsh and discriminative 
treatment of the Uyghur minority, with some going further by waging protests. 

Almaty is the largest and the most populous city in Kazakhstan and Centra Asia 
as a whole. It is also merely 350 km away from Xinjiang. China has watched the 
developments in Kazakhstan closely, since maintaining stability in Kazakhstan is 
vital for access to the Silk Road routes, and the safety of the China-funded projects 
and Chinese personnel in Kazakhstan. On 7 January 2022, President Xi sent a verbal 
message to Kazakh President Tokayev, demonstrating solidarity with the Kazakh 
regime, in which he stated, “China firmly opposes any deliberate attempt by external 
forces to provoke unrest and instigate ‘colour revolutions’ in Kazakhstan, as well as 
any attempt to harm the China-Kazakhstan friendship and disrupt the cooperation 
between the two countries" (Ministry of Foreign Affairs of China January 2022). 

China, Kazakhstan, Tajikistan, Uzbekistan and Kyrgyzstan, together with Russia, 
are the founding members of the Shanghai Cooperation Organisation (SCO), which 
is a Eurasian political, economic and security alliance founded in June 2001. For the 
past 20 years, China has conducted joint military exercises and military training with 
armies from Russia and the Central Asian countries under the provisions of the SCO 
framework. China has also supplied security equipment to Central Asian countries 
such as Tajikistan. 

Although China has become the largest trading partner as well as an important 
source of foreign investment for the Central Asian countries, gradually displacing 
Russia's economic dominance in the region, it is not currently able to challenge 
Russia's military and security clout in Central Asia. China is merely able to react to 
events taking place there, as reflected from the case of turmoil in Kazakhstan. The 
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five Central Asian countries still have strong historical connections to Moscow, and 
Russia will continue to be their dominant military partner and security guarantor for 
the foreseeable future. 


10.3 China's Economic Ties with Central Asia: 
Development and Issues 


Discrepancy between China and the Central Asian countries' data on customs figures, 
mainly due to official corruption and the existence of a sizeable shadow economy, 
makes it difficult to estimate the actual bilateral trade volume. Nevertheless, without 
doubt, China's trade ties with Central Asian countries have been strengthening over 
the past decade and the BRI trade routes are playing an important role in boosting 
bilateral merchandise trade between China and Central Asia. 

In 2022, according to data published by the Ministry of Commerce of China 
(2021), China's total trade volume with the five Central Asian countries amounted 
to US$70.2 billion, with China enjoying a trade surplus. China has become the 
largest trading partner for Uzbekistan, Kyrgyzstan and Tajikistan and the second- 
largest trading partner for Kazakhstan. Except for Turkmenistan (which exports large 
volumes of natural gas to China under the bilateral energy agreement), in 2019, the 
Central Asian countries all had trade deficits with China, though the situation varies 
from country to country. 

China's trade with Central Asia accounts for a small fraction of the former's 
total foreign trade. While China's trade dependence on Central Asia is extremely 
low (Central Asia accounted for merely 1% of China's total volume of trade in 
goods in 2019), China is among the Central Asian region's most important trading 
partners. In 2019, 2296 of the Central Asian countries' exports went to China, while 
37% of their imports came from China. China enjoys a huge trade surplus with the 
countries in Central Asia, but the latter's trade deficit has increased over the years. 
Energy and mineral resources and agricultural raw materials still dominate the Central 
Asian countries’ exports to China, while their imports from China mainly include 
China-made household appliances, machinery, electronics and telecommunication 
equipment (see Table 10.2). This asymmetrical trade relationship is detrimental to 
Central Asia's pursuit of industrialisation, and it is not sustainable. 

Central Asia's economies are highly dependent on the energy and mineral extrac- 
tion sectors. They need to diversify in order to accelerate economic growth. The 
economic diversification strategy long pursued by the respective governments in 
Central Asian countries has so far achieved little progress. The five Central Asian 
states all still have large agricultural sectors and weak manufacturing industries, in 
addition to outdated infrastructure facilities and limited exposure to global value 
chains. 

According to the “Chinese Global Investment Tracker” data, from 2013 to 2022, 
the value of the accumulated volume of Chinese investments and China-funded 
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Table 10.2 Decoding the trade commodity structure between Central Asia and China 


Country Chinese exports Chinese imports 

Uzbekistan Electronics; household appliances; Gas; natural uranium; cotton 
plastic products 

Turkmenistan Electronics; textiles and apparel Gas; minerals; cotton; woollen 
products; chemical products products 

Tajikistan Textiles; household appliances; Minerals; gold; aluminium; cotton; 
electronics leather 

Kyrgyzstan Textile; household appliances; Copper; leather; mineral 


electronics; leather 


Kazakhstan Household appliances; textile and Oil; natural gas; mineral 
apparel products; electronics 


Source Compiled by the author 


projects in Central Asia was US$12.4 billion. Kazakhstan is the top destination for 
Chinese outbound investments to Central Asia under the BRI. The volume of Chinese 
investments and China-funded projects in Kazakhstan was worth US$9.19 billion 
between 2013 and 2022, accounting for 74.196 of China's total investment in Central 
Asia. The volume of Chinese investments and contracts in Uzbekistan amounted 
to US$1.27 billion during the same period, accounting for 10.2% of China's total 
investment in Central Asia. In contrast, the other three Central Asian states combined 
accounted for only 15.796 of Chinese outbound investment to the region during the 
same period (Fig. 10.2). 

Thus, most of these Chinese investments in Central Asia were directed into 
joint ventures in the industrial sectors of oil, natural gas, mining and infrastruc- 
ture construction. For example, the China National Petroleum Corporation (CNPC) 
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Fig. 10.2 China's investments and contracts in Central Asian Countries between 2013 and 2022. 
Source American Enterprise Institute (2023), “China Global Investment Tracker” 
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is one of the largest foreign investors in Kazakhstan. It has engaged in the acquisition, 
exploration and production of oil and gas, as well as in the sale of oil and refined prod- 
ucts. Meanwhile, another Chinese mining firm, Zijin Mining, holds a 75% share in 
Zarafshon Joint Venture, which operates in Tajikistan's Penjikent Region and mines 
nearly 7096 of the volume of gold produced in the country annually (Asia-Plus 2020). 

While Chinese investment in Central Asia has been shoring up local manufac- 
turing, its impact in terms of developing the local workforce via skills training has 
been limited. The fact that Chinese firms have brought in many Chinese workers 
with them indicates a need to create more jobs for the locals. Indeed, the rapid 
influx of Chinese workers to Central Asia as a result of Chinese investment has 
generated negative perceptions and anti-Chinese resentment in the local society. The 
locals’ concern about the disproportionate use of immigrant Chinese employees in 
the China-funded projects and Chinese companies provoked anti-China protests of 
various scales in Kazakhstan and Kyrgyzstan in 2018 and 2019, respectively (see 
Gerber and He 2022). 

The Chinese investment that flowed into the Chinese firms was also used to 
purchase Chinese-made equipment and intermediary goods, as well as to hire Chinese 
workers to carry out project construction and business operations in Central Asia. 
During a meeting with the senior management team of the CNPC in November 
2019, Kazakhstan's President Tokayev expressed rare concern over the low wages of 
Kazakhstani workers employed by CNPC. In addition, he asked for the share of Kaza- 
khstani content in the CNPC's procurement of goods and services to be increased 
(Office of the Prime Minister of the Republic of Kazakhstan 2019). 

Publicly available information on Chinese investments to the Central Asian coun- 
tries is limited. There is a lack of transparency on the specific details of projects, 
for example, project financing and loan repayment structure, project operation and 
management. The Export-Import Bank of China and State Development Bank are the 
two major Chinese financial institutions for providing loans in Central Asia for BRI- 
related projects. These two Chinese policy banks are both owned by and subordinate 
to the State Council of China. 

Kyrgyzstan and Tajikistan have become the two Central Asian countries most 
indebted to China due to the BRI-related investment. In 2021, Kyrgyzstan's debt to 
China accounted for 30.596 of its GDP, whereas Tajikistan's debt to China accounted 
for 16.1% of its GDP. Meanwhile, the debts of Uzbekistan and Turkmenistan to China 
accounted for 16.0% and 13.1% of their GDP, respectively. In contrast, Kazakhstan's 
debt to China amounted to 6.5% of its GDP, the lowest figure among the Central 
Asian nations (Fig. 10.3). 

Consequently, compared to bigger countries such as Kazakhstan and Uzbekistan, 
smaller Central Asian states like Kyrgyzstan and Tajikistan could find it difficult 
to keep up the loan repayments to China associated with the BRI projects. For 
example, Kyrgyzstan owed US$1.7 billion of its total US$4 billion foreign debt to 
China. The Kiel Institute for the World Economy report lists Kyrgyzstan among low- 
income countries that have encountered huge debt burdens associated with China's 
BRI investment. In addition, Tajikistan's debt owed to China was US$1.38 billion, 
accounting for almost 50% of Tajikistan's total external debt (See Horn et al. 2019). 
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Fig. 10.3 Ratio of Central Asian countries’ accumulated debt to China to their GDP in 2021. Source 
Author’s own compilation and calculation based on the individual country information available 


The BRI-linked projects in Central Asia are still lacking in transparency. Key 
financial details of many BRI-linked infrastructure projects have been kept from 
public oversight, including the terms of their loan structure and the length of the 
lease. Furthermore, the Central Asian countries are vulnerable to debt distress related 
to the BRI projects. As the case of Central Asia demonstrates, the smaller the country 
and the closer it is to China geographically, the more it will be indebted to China. 

Given China’s aim to enhance its international image through its push for BRI 
implementation in the region and beyond, it has no desire to deliberately drive the 
recipient countries into a debt trap or force them to borrow from China. However, 
if these issues are left unaddressed, they could make difficult for China to win the 
hearts and minds of locals and deter the Central Asian countries from cooperating 
fully with China’s BRI in the future. They could also potentially jeopardise the BRI 
by fostering strong opposition to the China-funded projects under its umbrella. 

The anti-China protests sparked in several Central Asian countries reflect both 
scepticism and a lack of trust among the local community in the region over China’s 
push for the BRI. China has to do more in order to convince the Central Asian 
countries that implementation of BRI is a win—win situation for both parties. 

China looms large in the region through the BRI platform, which is shoring up 
China’s political and economic influence. China is becoming the most influential 
external power in Central Asia, although Russia still maintains strong political, 
cultural and defence ties in the region as a legacy of the Russia-led Soviet Union. 
Although China and Russia are competing for influence in the region, it is in both 
countries’ interests to maintain stability in Central Asia. 

There is concern among the Central Asian countries that they could become 
too economically dependent on China through BRI implementation and eventually 
lose autonomy over their foreign policy by being forced to adopt pro-China diplo- 
macy. The Central Asian countries do not want to be drawn into China’s orbit of 
development; neither do they want to be seen as passive recipients of China’s BRI 
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implementation, due to lack of consultation and communication with the Central 
Asia side. 

The Central Asian countries wish to prevent the emergence of a China-centric 
regional order that might replace the Russia-dominated regional order and are keen 
to avoid tilting too far towards any of the major powers, namely China, Russia or 
the United States. Safeguarding national security by deploying a “balance of power" 
strategy of putting their national interests first and keeping China's growing influence 
in check has become an indispensable element of Central Asian nations' relations 
with China. 

Therefore, while building strong ties with China under the BRI is important for 
the Central Asian nations in order to attract Chinese investment and technology and 
gain better access to the Chinese market, building on relations with other powers 
including Russia, the United States, European Union, Japan, India and South Korea 
is equally crucial. Hedging their bets by diversifying their foreign relations is the 
best option for the Central Asian countries in responding to the intensifying rivalry 
between the major powers and mounting pressure to choose sides. 


10.4 Readjustment of BRI Implementation in Central Asia 


Pressure from overseas authorities and citizens, including in the Central Asian coun- 
tries, to increase provision for local manufacturing industries, local jobs and tax 
revenue has led China to make several major readjustments to the BRI and the 
related project implementation in Central Asia since 2019. A Joint Communique of 
the Leaders’ Roundtable of the Belt and Road Forum (BRF) was released immedi- 
ately after the second BRF. The Joint Communique emphasised the need for high 
quality of infrastructure projects, debt sustainability, project transparency and envi- 
ronmental sustainability and respect for internationally accepted practices, norms and 
standards (The Second Belt and Road Forum for International Cooperation 2019). 

First, there has been a gradual shift of Chinese investment in the region, from the 
energy and mining sectors to agriculture and industries. China has started to do more 
to help Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan to industrialise by setting 
up manufacturing and developing processing plants for raw materials. In addition, 
Chinese firms are helping to modernise textiles, cement, steel and glass factories in 
Tajikistan, Kyrgyzstan and Uzbekistan. 

As well as building local industrial capacity and localising the workforce, Chinese 
firms are helping to upgrade local workers' skills through training. In Tajikistan, some 
Chinese companies have steadily increased their local hires and skills’ training for 
local workers both onsite and in China. For example, 97% of CNPC's workforce 
and 80% of Huawei operations workforce are locals (Klev and Yau 2021). In May 
2021, during a meeting with the foreign ministers of the five Central Asian coun- 
tries in China's X?’ an city, China's State Councillor and Foreign Minister announced 
that China would further support upskilling of the local workforce by setting up a 
vocational training centre called the “Luban Workshop" (named after a legendary 
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Chinese craftsman) in each of the five Central Asian countries over the next three 
years (Ministry of Foreign Affairs of China May 2021c). In November 2022, Tajik- 
istan Luban Workshop, the first Luban Workshop established in Central Asia, was put 
into operation (Luban Workshop 2022). It focuses on skills training in the renewable 
energy and civil engineering sectors for local Tajikistan students through targeted 
training courses designed by China and taught by the Chinese teachers using Chinese 
teaching equipment. 

To enhance the "localisation" of the BRI projects, China has already opened 11 
Luban workshops in Thailand, Pakistan, Kenya and a few other countries since 2016. 
A report issued by the Lowy Institute in May 2021 states that since 2019, the Chinese- 
aided and Chinese-built overseas projects have become more localised in terms of 
local job creation, and local tax revenue contribution, citing country cases including 
Tajikistan. 

Second, while the BRI was centred on large-scale infrastructure financing and 
construction in the earlier phrase, its scope has now been expanded to include domains 
such as digitalisation and health. By leveraging on its advanced digital technology 
and its leading tech firms, China intends to use the Digital Silk Road (DSR) to cement 
its position as a leading international technological power through increasing digital 
access among the urban and rural populations of developing countries via the BRI 
platform. 

Digital network infrastructure plays a pivotal role in the development of modern 
industries and economies, and safeguarding national economic and defence security. 
There are only a handful of firms in the world capable of providing 5G network infras- 
tructure, China's Huawei being one of them. A substantial amount of the telecommu- 
nication network hardware in the BRI countries, such as data processing equipment, 
has been provided by Huawei, ZTE and other Chinese tech firms due to their products 
being competitive in terms of both cost and quality. 

Although the Chinese government has not clarified in detail the structure and role 
of the DSR, Chinese tech firms such as Huawei and ZTE are already investing in 
digital infrastructure and related industries across the globe, including 5G cellular 
networks, fibre-optic cables, big data, cloud computing, artificial intelligence and 
satellite navigation systems (its own Beidou system). China is engaged in digital 
infrastructure projects in 80 countries, with the value of the projects amounting to 
US$79 billion (Cheney 2019). 

In 2019, Uzbekistan signed a cooperation agreement with Huawei, China's leading 
tech company, to launch development of digital infrastructure facilities and surveil- 
lance capability for government agencies, including law enforcement bodies. In addi- 
tion, in 2019, Uzbekistan used loans from China to purchase Huawei technology with 
a value of US$150 million to upgrade its cellular networks (ITUC 2021). 

A third area in which China is actively promoting the HSR is through what 
is commonly known as its Vaccine Diplomacy. Central Asia's already difficult 
economic situation was worsened by the COVID-19 pandemic. In response, China 
has already delivered over 37 million doses of Chinese-made vaccines to the Central 
Asian countries, the majority of which were delivered under sales agreements with the 
respective countries. Uzbekistan is the largest recipient country of Chinese vaccines 
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Einen bonus delivery Country Total delivered Purchased | Donated 
to Central Asian countries (in Uzbekistan 26.99 26.99 0 
million doses) Kazakhstan 4.50 4.50 0 
Kyrgyzstan 4.15 2.35 1.80 
Tajikistan 2.30 2.0 0.30 
Turkmenistan | 0 0 0 
Total 37.94 35.84 2.10 


Source Bridge Consulting (2022) 


in Central Asia, whereas Turkmenistan has so far not ordered any vaccine from China. 
In terms of vaccine donation, only 2.1 million doses of Chinese-made COVID-19 
vaccine have been donated to Central Asia, of which Kyrgyzstan received 1.8 million 
doses and Tajikistan 0.3 million doses (Table 10.3). 

Given China’s growing clout in Central Asia, it is hard to imagine the countries 
in the region achieving future development without cooperation with China. China 
claims that the goal of the BRI is to pursue high-standard, transparent, shared, green 
and sustainable development in partnership with the recipient countries. While China 
has made some major readjustments to BRI implementation in Central Asia since 
2019 in response to local demands and criticism regarding its outreach approach and 
business practices, the BRI in Central Asia has not yet become the global initiative 
based on high standards of transparency, environmental and financial sustainability 
and shared development that was promised by China. 


10.5 Conclusion 


The Central Asian nations are situated in prime locations along overland trade routes 
linking East Asia with Europe and China with the vast Eurasian continent. Through 
opening up the vital Silk Road trade routes, BRI implementation has helped to expand 
China's economic interests and influence in Central Asia. 

In the light of China's asymmetrical economic relations with the various Central 
Asian countries, these countries will need to walk a tightrope of maximising the 
economic and infrastructure development benefits of the BRI while minimising the 
threats to national sovereignty and risk of social backlash. Central Asia's strategic 
location at the crossroads between Europe and Asia means that the Central Asian 
states are having to find a balance in the face of competition for regional influence 
among the world's great powers. 

China's push for the BRI in Central Asia has met with both challenges and resis- 
tance. Many BRI projects lack transparency as well as proper consultation and support 
from the local community. Moreover, the existing high debt stress in several regional 
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countries, attributed to the financing for the BRI-related projects, could potentially 
jeopardise future cooperation by the Central Asian countries with the BRI. 

BRI implementation is based on a China-centric approach, rather than being a 
credible multilateral endeavour, as claimed by the Chinese government. As shown 
in the case of Central Asia, the BRI is built on bilateral deals, with no multilateral 
involvement in overseeing the BRI or making investment decisions. The anti-China 
protests in several Central Asian countries in 2018 and 2019 reflect both strong 
suspicion and resentment among the local community in the region over China's 
push for the BRI. 

Despite its attempts to localise BRI implementation in the face of local pressure, 
China has yet to convince the Central Asian countries that the BRI is a win—win situ- 
ation for both parties. There is currently a lack of any vigorous internal review or 
public debate on BRI implementation within the Chinese society or among public 
intellectuals and business elites. It therefore remains to be seen how far China is 
willing to go with this readjustment process in the long run. 

China should work together with the Central Asian countries to build a high- 
quality Belt and Road Initiative, based on mutual openness and cooperation. Multi- 
lateralism is the only effective way to boost the transparency and credentials of the 
BRI and achieve equal benefits for all parties. 

Moreover, the Chinese companies should shift their focus from building large- 
scale infrastructure projects in Central Asian countries towards working with local 
partners on “small but beautiful” projects. These projects, including such as rural 
roads, bus stations, electricity transmission plants, water wells and rural telecom- 
munications networks, should be primarily aimed at improving the people's living 
standards and helping the local community to share in the benefits of economic devel- 
opment. These smaller projects are more visible to the local community and could 
help to enhance local people's sense of gain under the BRI cooperation framework. 

Although BRI implementation in Central Asia will be affected by the Chinese 
economic slowdown and the shifting global geostrategic environment, China is likely 
to persist in its determination to push for the BRI. This ambitious initiative is impor- 
tant for the Chinese economy at home and gaining global market access for the 
Chinese firms and Chinese-made goods and is even more significant for China's 
pursuit of its geopolitical and geoeconomic ambitions. 
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Chapter 11 A) 
Reflections on the Belt and Road geit 
Initiative at Its 10th Anniversary 


The Belt and Road Initiative (BRI) reaches the 10th anniversary of implementation in 
2023. In 2013, Xi Jinping, China’s President, announced the land-based “Silk Road 
Economic Belt” and the sea-based “Maritime Silk Road of the 21st Century” during 
his state visits to Kazakhstan and Indonesia, respectively. The land-based and sea- 
based initiatives were subsequently combined to form the Belt and Road Initiative, 
or BRI in short. 

The BRI, which comprises various routes by land and by sea, is China’s global 
outreach strategy for connecting China with the world (Yu 2019). A total of 150 
countries (38 from Asia, 27 from Europe, 52 from Africa, 11 from Oceania and 
22 from the Americas) and 32 international organisations had already signed up for 
China’s BRI by December 2022. Although this documentation is not legally binding, 
such a positive global response lends credibility to the BRI. The BRI countries 
combinedly account for about 60% of global population and 40% of global GDP. 

The world has seen the unfolding of a successive wave of competing regional 
and global initiatives, all of which aim to accelerate interregional connectivity 
through infrastructure investment and development. Examples include the Russia- 
led Eurasian Economic Union (EAEU), ASEAN-Korea Infrastructure Fund, Japan's 
Partnership for Quality Infrastructure, the European Union's Global Gateway plan 
and the G7 Partnership for Global Infrastructure and Investment (PGII). However, 
many of these competing connectivity initiatives are still at the vision stage, without 
concrete achievements. None of these initiatives so far have been able to compete 
with China's BRI from the perspective of the sheer scale, geographical coverage and 
geoeconomic influence (Yu 20222). 

China's BRI is perhaps one of the most prominent and ambitious infrastruc- 
ture development initiatives in the history of the world (if not the most prominent). 
According to the “China Global Investment Tracker" statistics, worldwide Chinese 
investments and contracts under the BRI framework amounted to US$369.12 billion 
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between 2013 and 2022 (American Enterprise Institute 2023). To promote the initia- 
tive to the world, the Chinese authorities have proactively mobilised various polit- 
ical, economic and diplomatic resources over the past decade. Other countries cannot 
match the huge infrastructure promises of China's aspirational BRI or the relentless 
pursuit of its execution. 

The BRI is China's ambitious outreach to the world, which aims to forge better 
interregional connectivity through developing infrastructure projects and redefine 
China's relations with the BRI countries (Ebel 2023). The China-Laos Railway and 
the Mombasa-Nairobi Railway in Kenya, upgradation of Piraeus Port in Greece and 
the Lahore Rail Transit Line in Pakistan represent just a few among the hundreds 
of infrastructure projects completed and now operational under the BRI framework, 
which gives a glimpse of the initiative’s current impact across the world in geopolitical 
and geoeconomic terms. 

There are five components to the BRI, namely policy coordination, connectivity, 
trade, financial integration and people-to-people exchanges. The BRI is centred on 
physical infrastructure connectivity. The aim is to forge an extensive regional network 
of infrastructure, ranging from roads, railroads, airports, seaports to energy plants 
and digital communication facilities. Given the scope and scale of the Chinese- 
funded infrastructure projects along the Silk Road countries, BRI implementation is 
transforming the geoeconomic landscape in Asia and beyond. 

China is a global champion for infrastructure financing and construction through 
leveraging its highly competitive manufacturing and construction industries. For 
example, in the field of technological capacity and infrastructure construction, four- 
teen Chinese construction firms are listed among the top 20 largest infrastructure 
contractors in the world. Chinese firms are not merely the leading players; in fact, 
China structurally dominates the global infrastructure construction industry. 

BRI implementation so far has been executed mainly through the Chinese state- 
owned enterprises and banks. China's push for the BRI is driven by both domestic 
economic and global geostrategic factors. From the domestic perspective, the initia- 
tive is important for stimulating Chinese industrial and economic growth at home, 
to secure market access for the Chinese firms in the BRI countries. From the global 
geostrategic perspective, to accompany its economic rise, China is keen to play a key 
role in reshaping the international system and rules in China's favour. The BRI serves 
as an important platform for China to push for its ambitious agenda on regional and 
global governance reforms. 

Against the backdrop of the changing global geostrategic landscape, centred on 
the strategic competition between the United States (US) and China, and the rippling 
effects of the global COVID-19 pandemic, China's aim is to use the BRI to mitigate 
the external shock and uncertainty by promoting close regional trade and economic 
integration via improving interregional connectivity. 

The BRI is a modern version of the century-old Silk Road linking the vast 
Eurasian continent to East Asia. The BRI’s historical association with the Silk Road 
would increase the appeal of participation among regional countries and beyond, 
encouraging China to utilise the BRI brand to boost its soft power abroad. 
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Table 11.1 Estimated infrastructure needs by region, 2016-2030 (US$ billion in 2015 prices) 


Region Projected 2030 UN 2030 Climate-adjusted estimates 
annual GDP population projected | Tnyestment | Annual | Investment 
growth projection GDP per | needs average | needs as % 
(US billion) | capita of GDP 
(2015 
US$) 
Central 3.1 0.096 6202 565 38 7.8 
Asia 
East Asia | 5.1 1.503 18,602 16,062 1071 5.2 
South Asia | 6.5 2.059 3446 6347 423 8.8 
Southeast | 5.1 0.723 7040 3147 210 5.7 
Asia 
The Pacific | 3.1 0.014 2889 46 3.1 9.1 
Asia and 5.3 4.396 9277 26,166 1744 5.9 
the Pacific 


Source Asian Development Bank (2017) 


The initiative is President Xi Jinping’s signature project, and it is directly asso- 
ciated with his legacy. The Belt and Road concept fits well into Xi’s world view of 
“building a global community for a shared future”. To borrow from Xi’s own words: 
“China is willing to work with all sides to build a community with a shared future for 
mankind through the high-quality development of the Belt and Road cooperation”. 
Followed the 20th National Congress of the CCP which was held in mid-October 
2022, Xi’s leadership and grip on the Party State have been further cemented by his 
gaining an unprecedented third term as the CCP general secretary. 

Connectivity based on infrastructure development is the central pillar to China’s 
BRI. It is the key selling point in encouraging the regional countries’ participa- 
tion. Many of the developing countries lack both technological know-how and the 
capacity to raise the significant amounts of capital to fund the required infrastructure 
projects. The developing nations desperately need foreign investments, production 
capacity and technological know-how in these industries as they hasten the pace of 
industrialisation and infrastructure upgrading. 

As estimated by the Asian Development Bank, Asia and the Pacific countries will 
require over US$26.1 trillion for climate-adjusted infrastructure development up to 
2030 (Table 11.1). No plan proposed by a single country or grouping could come 
close to filling the developing nations’ infrastructure investment gap. Vast capital is 
required for infrastructure upgrading in developing nations, and the risks are high. 

China had previously undergone spectacular economic growth since the reform 
and opening up policy in the early 1980s. Nevertheless, the Chinese economy 
has been continuing to slow down substantially since 2010. At home, the weak- 
ening of economic comparative advantages such as supplies of cheap skilled labour 
and land costs, population ageing and regional development disparity means that 
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China's economy is now facing significant headwinds from these challenging and 
long-standing structural issues. 

Although the Chinese economy showed promising growth recovery in early 2022, 
with year-on-year quarterly growth of 4.8%, the local outbreaks of COVID-19 vari- 
ants in several cities (e.g. Shanghai and Chengdu) still had an economic toll in 
that year and contributed further to curbing industrial output and domestic demand, 
putting severe downward pressure on economic growth. In July 2022, the World 
Bank downgraded its assessment of China's real economic growth rate to merely 3 
per cent for 2022, primarily due to the pandemic outbreak and its Zero-COVID-19 
policy. This is the lowest growth rate in over 40 years, excluding the growth rate of 
2.296 recorded in 2020 during the initial pandemic outbreak in Wuhan. 

China's economic slowdown has adversely affected the BRI, putting further strains 
on the initiative and forcing the Chinese authorities to recalibrate the scope and form 
of its implementation (Yu 2022b). The economic slowdown at home could make 
it hard for China to sustain its once rapid growth of lending associated with the 
BRI projects into the future. Although the grants and loans provided by the Chinese 
banks are essential in financing BRI-related infrastructure projects abroad, the need 
to prioritise domestic economic stability will force Chinese banking institutions to 
lend more domestically, rather than spending billions of dollars overseas as before. 
Furthermore, China's economic slowdown could generate negative spillovers for 
many countries' exports to China due to weakening domestic industrial production 
and decreasing consumption demands in China. 

Meanwhile, many BRI countries have suffered as a result of the challenging global 
geostrategic environment and the domestic economic crises in the wake of the global 
coronavirus pandemic. Slowdown in BRI implementation is likely as some infras- 
tructure projects currently under construction or at the planning stage may have to be 
scaled back or suspended indefinitely. These countries encounter difficulty in debt 
repayment for the Chinese-funded BRI infrastructure projects, which undermines 
their ability to host further BRI projects or even to contemplate massive capital 
expenditure on infrastructure construction. 

For example, Sir Lanka, an important BRI country in South Asia, is facing its 
worst economic, political and social crisis in decades. It is struggling with repaying 
external loans and the interest associated with borrowing for infrastructure construc- 
tion, partially deriving from BRI projects financed by Chinese firms and banks. In 
2017, after failing to pay back its debt to China, Sri Lanka had no choice but relin- 
quish control over its Hambantota Port to the Chinese firms and agreed to cede a 
fairly large chunk of nearly coastal land (approximately 15,000 acres) to the Chinese 
on a 99-year lease. The case of Hambantota Port has been widely reported by the 
international media and serves as a real-life lesson for other BRI countries seeking 
to avoid any similar situation when encountering domestic economic crises. 

China is a major creditor of many BRI countries, such as Sir Lanka, Pakistan, 
Laos, Zambia, Angola, Kenya, Ethiopia and Myanmar. These countries’ economies 
have been hit hard by the COVID-19 pandemic, which have further escalated their 
domestic economic and fiscal crises. According to the recent debt sustainability 
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analysis by both the World Bank and International Monetary Fund, one-third of low- 
income developing countries participating in the initiative face a high risk of debt 
distress. Nearly two-thirds of emerging market economies that have embraced the 
initiative face rising debt vulnerabilities, which calls for critical scrutiny of countries 
whose debt exceeds the indicative threshold of 5096 of GDP or whose total financing 
needs exceed 15% of GDP. 

If more foreign governments follow the examples of Zambia and Sri Lanka 
and demand debt restructuring or ask for debt forgiveness, this could present a 
dilemma for China on making concessions to keep BRI projects alive or accept 
their termination in the recipient countries struggling with debt repayment. 

BRI projects can significantly improve connectivity, boost trade, investment, 
economic growth and improve the living conditions of the recipient countries on 
a sustainable basis, but only if China is willing to collaborate with the BRI countries 
by allowing the participating economies to fully account for the potential costs of 
debt-financed infrastructure. 

Reliable information on the financing terms and conditions for BRI infrastructure 
projects is currently scarce. In order to effectively address the issue of debt sustain- 
ability in relation to BRI infrastructure projects, China should address the issues 
of transparency and lending management. The lack of transparency surrounding the 
terms and scale of financing for the BRI poses serious risks to borrowing and creditor 
countries, and to the eventual success of the Initiative. Debt transparency is essential 
for borrowers and creditors to make informed decisions, ensure the efficient use of 
available financing and safeguard debt sustainability, as well as citizens’ ability to 
hold governments accountable. 

To promote sustainable BRI development, China should adhere to the guidance of 
the Belt and Road Debt Sustainability Analysis Framework (hereinafter referred to 
as the Analytical Framework) on overseas lending. The debt situation in borrowing 
countries and their prospects of repaying the debt incurred through BRI projects 
should be examined in detail, and transparency and debt sustainability analysis should 
be applied in relation to the BRI debt. The Analytical Framework, which was adopted 
after the second BRI summit in 2019, is based on the Debt Sustainability Framework 
(DSF) of the International Monetary Fund and the World Bank, taking into account 
the national conditions and development practices of the BRI countries. 

China and 26 other countries have also jointly formulated the Guiding Princi- 
ples for Financing the Belt and Road Projects, which clearly define the need to 
build a transparent, friendly, non-discriminatory and predictable financing environ- 
ment, emphasise sustainable economic and social development and take into account 
debt sustainability when mobilising funds. In addition, private sector participation 
in the BRI financing through public—private partnerships can promote high-quality 
infrastructure development and enhance project financing transparency. 

BRI implementation is likely to face more headwinds and challenges in the post- 
pandemic era, in view of the unfavourable global geostrategic environment and the 
Chinese economic slowdown. As the BRI approaches its 10th anniversary, it is at a 
crossroads. 
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Internally, China's self-imposed Zero-COVID-19 strategy (or the Dynamic 
Clearing policy) was another major challenge impeding Beijing's push for BRI imple- 
mentation worldwide. In the face of surging COVID-19 cases and highly infectious 
virus variants, the Chinese central and local authorities had imposed draconian Zero- 
COVID policies to curb the virus's spread, including frequent city-lockdowns and 
sealing off the country physically from the world for almost three years. These strict 
lockdown and control measures had made it extremely difficult for Chinese officials, 
business executives and engineers to travel abroad to conduct in-person promotion 
and management of BRI projects, as well as causing disruption in supplies of critical 
raw materials and equipment for infrastructure construction projects. 

The pandemic has also pushed up construction and labour costs of BRI infrastruc- 
ture projects due to supply chain disruption, soaring energy prices and manpower 
shortages. For example, a budget overrun of the Chinese-funded Jakarta-Bandung 
high-speed rail project has been reported. The estimated construction cost for the 
142-km-long high-speed railway has increased by 20% to US$7.9 billion. 

From the external perspective, first, several countries in the region and beyond 
are pushing back against this initiative on the grounds that the BRI-affiliated infras- 
tructure projects, funded by investments from China, are costly and impractical, with 
issues of corruption in internal transactions. In the perception of these recipient coun- 
tries, the terms of their infrastructure deals favour China, leaving these countries to 
bear the financial burdens and risks. 

BRI implementation also has been weak in terms of compliance with interna- 
tionally recognised standards on such as transparency and open bidding, and social, 
labour and environmental protection. In addition, some BRI infrastructure projects 
have been scaled back or suspended amidst concerns over rising debts. 

Second, excessive borrowing could pose a threat to financial sustainability and 
lead to a dependency trap. According to a paper published by the National Bureau 
of Economic Research, low-income countries that have encountered huge debt 
burdens associated with China's BRI investment include Laos, Pakistan, Mongolia, 
Kyrgyzstan and Djibouti (Horn et al. 2019). 

Having said that, it is important to bear in mind that it is not a sin for developing 
countries to engage in growth-oriented infrastructure borrowing. A distinction must 
be made between use of debt as investment to remove growth bottlenecks or to 
support spending and consumption. Many low-income developing countries lack 
infrastructure development funds and can only borrow externally. 

Since the BRI investments focus on infrastructure construction, the increase in 
debt of borrowing countries in the short and medium terms is conducive to their 
sustainable development in the long run through boosting trade and economic growth. 
After the infrastructure is built, the economy will develop faster, creating jobs, raising 
income levels and earning foreign exchange through exports. A virtuous circle could 
be embedded (Yu 2023). 

Looking back on the Chinese development experience over the past four decades, 
the biggest bottleneck China has faced in its development which is infrastructure 
underdevelopment. Without infrastructure, there is no way to promote trade or 
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develop an agricultural, manufacturing or service economy. From China's own expe- 
rience, in order to develop, countries must first overcome infrastructure bottlenecks, 
which a Chinese saying encapsulates as “to get rich, build roads first". 

As a World Bank report (2019) shows, the BRI transport corridor will help in two 
important ways: shortening transport times and increasing trade and investment. It 
is estimated that travel times could be reduced by up to 12% in countries along the 
transport corridor routes and by an average of 3% in the rest of the world, indicating 
that non-BRI countries and regions will also benefit. 

External development financing is required for cash-strapped countries with 
underdeveloped infrastructure. It is perfectly normal for developing countries to 
seek to accelerate infrastructure construction using financing tools, given their huge 
investment needs and domestic financial restraints. The salient question is how to 
balance infrastructure development needs and domestic financial sustainability. 

Third, Russia's war in Ukraine could also potentially cause collateral damage 
to the BRI, as China's land-based connectivity with the European Union via the 
China-Europe express may be jeopardised. The China-Europe Express is crucial for 
overland-based connectivity between China, Eurasian countries and the European 
Union. China has tried hard to support, promote and make it profitable since 2016. 
The value of goods transported by the freight trains was US$74.9 billion in 2021, 
with two-way trips reaching 14,000. Almost half of the routes and lines (78 lines 
reaching 180 cities in 23 European countries by 2021) pass through Russia. Due to 
the massive sanctions imposed on Russia, European firms may choose not to ship 
goods via Russia in the future. It is difficult for the freight rail service to operate 
along the Eurasian continent when there is a major war going on in Europe. 

The strategic competition between China and the United States has prompted 
China to view Russia as one of its indispensable allies; preserving this strategic part- 
nership has thus become crucial. From the long-term perspective, China's alignment 
with Russia through its refusal to condemn Russia's aggression in the Ukraine war 
has deepened the strategic distrust between China and Europe, making Beijing's BRI 
push in the European countries more challenging. 

Nevertheless, neither the shift of the global geostrategic environment nor domestic 
economic slowdown will stop Beijing's will to push for BRI implementation. First, 
the developing BRI countries known as the Global South, from Asia to Africa, 
from the Pacific Islands to Latin America, are still facing bottlenecks for boosting 
trade within or across their borders due to chronic infrastructure shortage and under- 
developed interregional connectivity. Thus, the economic growth potential of the 
developing countries remains largely untapped, since infrastructure readiness lays 
the foundation for industrial take-off and economic prosperity. These countries are 
welcoming foreign investment, including the Chinese investment, in their infras- 
tructure construction sector. The majority of the countries in the Global South have 
participated in the BRI and aligned with China's development agenda. 

Despite the impact of the COVID-19 pandemic and the challenging global 
geostrategic environment, China's investment in the BRI countries has remained 
robust, and Chinese firms are still pumping money into the infrastructure projects 
abroad. According to official data from the Ministry of Commerce of China, Chinese 
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direct investment to the BRI countries had increased from US$12.6 billion in 2013 
to US$20.9 billion in 2022, accounting for 17.9% of China's total outbound direct 
investment. 

Chinese construction companies have built new roads, rail lines, airports, seaports, 
power plants and 5G telecommunication facilities across the BRI countries since 
2013. The annual growth of the contract values of new construction projects under- 
taken in the BRI countries was 10.2% between 2013 and 2020 (Ministry of Commerce 
of the People's Republic of China 2022). A case in point is the Port of Piraeus in 
Greece. Since a Chinese firm took over the operation and management of the port's 
terminals in 2016, this firm has invested in upgrading the port and related facilities. 
The port of Piraeus has now been transformed into one of the busiest commercial 
ports in the Mediterranean Sea and has become a poster child for the BRI. 

Second, in response to the criticisms from the BRI countries and the shortcomings 
exposed by infrastructure project financing and construction, the Chinese authorities 
have adopted readjustment measures for its implementation over the past few years. 
For example, in response to pressure from the governments and local communities in 
the BRI countries, the Chinese firms have been more willing to employ local workers 
and provided skills training by setting up in various countries Luban Workshops, the 
Chinese version of vocational training colleges, named after a legendary Chinese 
craftsman. 

China has been making efforts to modify the original initiative in the form of 
the BRI 2.0. The BRI 2.0 is intended to expand the Belt and Road cooperation to 
new areas such as the digital and health fronts in the BRI countries in the post- 
COVID-19 era, departing from the initial infrastructure-centred outreach approach. 
The BRI 2.0 also seeks to make Chinese-funded projects more commercially viable 
and financially sustainable for the recipient countries, as well as to promote greening 
and localisation of BRI projects. Moreover, China is encouraging the BRI countries 
to align their own development strategies with the initiative. 

To reduce the domestic financial burden, China is shifting from a bilateral 
approach to a more multilateral approach to project financing through collaborating 
with multilateral development banks and private investors. To achieve sustainability 
ofthe BRIas a whole, China must focus more on sustainability of financing for devel- 
oping nations along the BRI routes and lower the long-term financial impacts of loans 
for infrastructure projects. China is seeking to cooperate with participating countries 
and multilateral financial institutions to jointly enhance debt management capacity 
of the borrowing countries. It is therefore adopting "third-party market cooperation" 
as a flexible approach in its pursuit of cooperation with other countries under the 
BRI umbrella. However, making a break from the past unilateralism of the BRI is 
easier said than done. 

Third, China has also made efforts to gradually institutionalise the initiative over 
the past several years. The Green Investment Principles (GIPs) for the Belt and 
Road, which were co-initiated between China and the United Kingdom, are a case 
in point. The GIP is a set of principles for promoting green investment in the BRI 
countries, and it includes seven principles at three levels, namely strategy, operations 
and innovation. The GIP has expanded its membership to 40 global institutions 
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(including the big four state-owned commercial banks and two state policy banks in 
China) and 11 supporters from 15 countries! (although a few countries so far have 
not signed up for the BRI). 

BRI projects are vulnerable to both geopolitical and geoeconomic risks, due to 
their lengthy gestation periods and high costs. BRI project implementation is affected 
by developments in bilateral relations, domestic situations in the host countries and 
external shocks such as the pandemic and the Ukraine war. It would be desirable for 
China and the BRI countries to jointly institutionalise the BRI-related collaboration 
mechanisms and framework in order to uphold policy continuity. 

Fourth, the determination of the Chinese leadership and government to push for 
the BRI remains constant as the initiative enters its second decade of implementation. 
This determination appears primarily through its push for closer cooperation with 
the BRI countries and with the countries of Global South more generally. Xi Jinping 
calls for expansion of China's circle of friends, with the BRI central to this mission. 

As the U.S.-China rivalry intensifies and China's relations with several traditional 
major trading partners, such as Japan and Canada, turn sour, the Belt and Road Initia- 
tive has apparently become even more important for China. China's trade, investment 
and economic ties with the BRI countries are the foundations of its global outreach. 

Following the almost three-year-long imposition of the Zero-COVID-19 policy, 
in late 2022, the Chinese authorities suddenly shifted to a “live with COVID-19” 
strategy by lifting all restrictions and started to reopen the domestic economy and 
China's borders with the outside world. This policy shift will facilitate China's push 
for the BRI abroad and the Chinese companies' engagement in business overseas. 

While the BRI has been a centrepiece of China's foreign policy initiative since 
2013, it is not China's only outreach strategy. To advance its national economic 
interests and its geostrategic ambition, China has also become a key player in many 
regional cooperation institutions, such as BRICS, SCO and RCEP. China's endeavour 
to play a more influential role in both regional and global affairs is multipronged and 
extends beyond the BRI. 

China will need to modify its model of BRI implementation in response to 
both internal and external challenges. China's engagement with opposition political 
parties, civil society, non-governmental organisations, media and business leaders 
of the BRI countries, which are beyond the orbit of government and ruling parties' 
control, has been limited. To succeed, it would do well to focus more on the economic 
benefits of overseas investment projects, the voices of the local communities and 
environmental sustainability. A balance will be required to secure win—win situations. 

BRI infrastructure projects are built to benefit the interests of the many rather than 
the elite few. Therefore, thorough feasibility study of the BRI projects is needed, 
including the economic viability of the projects, their environmental and social 
impacts, as well as the debt sustainability of the recipient countries. BRI project 
design, planning and construction should integrate consultation with relevant local 


! These fifteen countries include China, United Arab Emirates, Kazakhstan, Thailand, Morocco, 
France, Germany, Singapore, Pakistan, the United States, Mongolia, Japan, Luxembourg, the United 
Kingdom and Switzerland. 
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stakeholders and closer observation of BRI project implementation from the perspec- 
tives of the BRI countries should be encouraged. BRI countries have a vital role to 
play in shaping successful outcomes of BRI cooperation and implementation. 

The BRI is an evolving strategy, and it has demonstrated to be incredibly adaptable 
and flexible in practice. To reassure the BRI countries of an equal partnership under 
the BRI framework and to promote the BRI’s image of collective ownership of the 
international community, China is making efforts to erase the China-centric image 
associated with the initiative. 


11.1 BRI Remains Central to China's Foreign Policy 
Agenda 


The third Belt and Road Forum for International Cooperation (or the BRF in short) 
convened in Beijing from 17 to 18 October. This event was China's biggest diplomatic 
charm offensive in 2023. The message that Beijing wanted to send to the world is 
clear: don't bet on the BRI fading away. This initiative will continue to move forward 
as planned. On the part of the BRI countries attending the BRF event, it enables them 
to get a sense of how Beijing will promote the BRI and its provision of funding for 
the prioritised sectors when the BRI enters the second decade. 

The BRI has been transformed from a regional infrastructure plan, designed to 
connect China with the Eurasian countries, to a global initiative aiming to support 
infrastructure project financing and construction in almost every corner of the 
world, and underdeveloped and developing countries in particular. The BRI has 
already in many ways reshaped the regional landscape of infrastructure financing 
and development for many BRI countries. China has used its rich capital reserves 
and infrastructure development expertise to tie together the BRI countries across the 
regions. 

To that end, the BRI has been a success. In total, 152 countries had already signed 
up to the initiative by June 2023, the majority being Global South countries.? China 
regards the collective Global South countries which are crucial for its economic and 
diplomatic agenda. The improved infrastructure connectivity, ranging from railways, 
seaports, highways, airports to power plants, has thus helped to facilitate the bilateral 
trade between China and the BRI countries. China's influence in the region and the 
world has rapidly increased to accompany its push for BRI implementation. 

International reactions to the BRI have been largely divided along geopolitical 
lines between the West and the Global South countries. Although many in the 
West criticise the initiative's shortcomings and suspect Beijing's geopolitical moti- 
vation behind its implementation, the Global South countries in general overwhelm- 
ingly support China's BRI and praise its achievements in improving infrastructure 
connectivity in the developing countries. 


? The term Global South countries broadly refer to developing and underdeveloped countries in 
Asia, the Pacific, Africa and Latin America. 
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Many have raised questions about the initiative's long-term sustainability amid the 
economic slowdown in China, the growing scepticism towards China's geopolitical 
ambitions, as well as the possible impact of the fast-changing global geopolitical 
environment. Nevertheless, the BRI remains central to China's foreign policy and 
its global outreach. It is the Chinese leader's belief that the BRI will not only bring 
benefits to the world but also to China's own development. President Xi explained 
this as follows: *as the saying goes, the one who gives roses to others will have the 
fragrance lingering on their hands", during his keynote speech to the 3rd BRF. 

During the 3rd BRI, President Xi unveiled an eight-point action plan for the 
BRI implementation in the next decade, which covers the following major areas: 
first, China has committed to providing another RMB780 billion (or roughly 
US$107 billion) to fund the BRI for the next five years, including RMB700 billion 
financing windows from both the Export-Import Bank of China and the State Devel- 
opment Bank, which are two Chinese policy banks, and injecting RMB80 billion- 
yuan capital into the Silk Road Fund, which is a state-owned investment vehicle. 
All three are major Chinese financial institutions engaged in financing BRI-affiliated 
infrastructure projects. 

Compared to the previous announcement made by President Xi during the first 
BRF in 2017, there is to be no scaling back of Beijing's ambitions for financing 
infrastructure projects for the developing countries under the BRI umbrella despite 
concerns over China's domestic economic slowdown and its various daunting 
external and internal challenges. It is unlikely that the West in general and the United 
States in particular can even attempt to match the size of Chinese investment to the 
developing countries under the BRI. Nevertheless, as many low-income and devel- 
oping BRI countries are facing serious domestic economic and fiscal crises after the 
global COVID-19 pandemic, they now have much less capacity to host new BRI 
projects or take on additional Chinese lending affiliated with the BRI projects. 

Second, China will be emphasising the construction of so-called “small but beau- 
tiful” projects in the developing countries as the BRI enters the second decade, in 
contrast to its focus on building mega infrastructure projects in the first decade. 
The "small but beautiful" projects, which are more financially and environmentally 
sustainable, will be able to bring more direct benefits to the locals in the recipient 
countries, in the forms of raising their income and improving their livelihood and 
local environment. To China, financing “small but beautiful" projects is a high-yield, 
low-investment and less risky option. 

It signals that China might shift away from funding big-ticket infrastructure 
projects. The Chinese financial institutions have already learned the hard lesson 
that infrastructure financing and development in the developing countries are indeed 
difficult and risky. China's banks will in the future be more selective regarding 
their funding of infrastructure projects overseas. The new BRI-affiliated projects 
are expected to be more targeted, smaller in scale, cost-effective and lower risk. It is 
expected that China will focus on quality rather than quantity of BRI projects in its 
decisions on outbound investment and lending. 
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The BRI in the second ten years may focus on promoting standard-setting and 
strengthening skill training for the locals. It will prioritise funding for green and 
digital infrastructure projects by advocating for the green and Digital Silk Road. 

Third, China will promote green development under the BRI framework. Lever- 
aged on its strengths as the world's largest manufacturer for renewable energy equip- 
ment, such as solar panels and wind turbines, and its strong production capacity, 
China anticipates further promoting green infrastructure projects in order to facili- 
tate exports of Chinese-made renewable energy products to the BRI countries. China 
has already recently announced removal of all restrictions in the manufacturing sector 
for foreign investment access. 

Fourth, China will advance the DSR and promote the digital economy among the 
BRI countries. Chinese companies such as Huawei (the world's leading 5G telecom- 
munication equipment manufacturer), Alibaba (the leading firm in e-commerce), 
ByteDance (the owner of social media TikTok) and Tensent (the maker of WeChat) are 
strongly competitive in digital industries such as 5G communications, e-commerce, 
big data and quantum computing. These Chinese high-tech firms need to unlock 
foreign market access to keep their revenue flowing and further enhance their inter- 
national competitiveness. Beijing intends to use the DSR to cement its position as a 
leading international technology power through increasing digital access among the 
urban and rural population of developing countries (Sim 2023). 

Many BRI countries are increasingly seeing the value that digital industries could 
bring to their economic and industrial growth. For example, in Southeast Asia, the 
leaders of both Malaysia and Indonesia have already said that their countries would 
like to work with China to expand cooperation in the digital economy. With the state's 
push for the DSR, Chinese firms are likely to receive more preferential state policy 
support and favourable lending from the Chinese state-owned banks in their bid to 
expand their business operations overseas. 

The Chinese authorities have expressed their confidence to compete with the 
West-backed infrastructure development plans for the developing countries, in the 
fight for influence over the Global South. During the BRI press conference (Ministry 
of Foreign Affairs of China October 2023c), in response to a question from a Chinese 
journalist, Wang Yi remarked: 


We may as well compete internationally who can build more roads, railways and bridges for 
developing countries, and who can build more schools, hospitals and gymnasiums for the 
people in low-income countries. We are confident. 


China will closely tie in its own development and expansion of its trade and 
investment with the Global South countries. The BRI in its second decade could be 
more consequential for the BRI countries and the world. On 18 October 2023, China's 
Ministry of Foreign Affairs concurrently published a list of 89 various multilateral 
cooperation documents and another list of 369 practical cooperation deliverables 
after the conclusion of the BRF event (Ministry of Foreign Affairs of China 2023a, 
b). Nevertheless, few of these documents or deliverables contain concrete, practical 
and substantial proposals. 
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Xi Jinping and other Chinese leaders view the Initiative as a valuable tool for 
projecting Chinese power and influence abroad amidst the intensifying power compe- 
tition between China and the United States. With the advancement of the BRI, China's 
leader envisions promoting an alternative world order in China's favour to replace 
the rule-based liberal global order championed by the United States. As Xi (2023) 
clearly stated in his speech: 


The BRI promotes connectivity, mutual benefit, common development, cooperation and 
win-win outcomes. Ideological confrontation, geopolitical rivalry and bloc politics are not 
a choice for us. What we stand against are unilateral sanctions, economic coercion and 
decoupling and supply chain disruption. 


Against the backdrop of the China-U.S. power rivalry and the deteriorating rela- 
tions between China and the Western countries, to sustain Chinese economic growth 
and to ensure its economic security, Beijing is attempting to pursue a diversifica- 
tion strategy that will secure access to the BRI countries' markets for Chinese-made 
goods and Chinese capital while gradually reducing its dependence on the traditional 
markets in the West. For the Global South countries, China's offer of infrastructure 
financing and development is apparently more attractive than anything the United 
States and other Western countries can currently offer. 

Although it will take a long time for the BRI countries to fully replace the markets 
in the Western countries, China's overall trade volume with the BRI countries has 
already substantially increased over the past decade. In 2013, China's exports and 
imports to the BRI countries amounted to US$569.19 billion and US$471.36 billion, 
respectively. By 2020, China's exports and imports to the BRI countries had risen to 
a record high of US$783.86 billion and US$569.91 billion, respectively. According 
to the data released by China's Ministry of Commerce (2021), in 2021, the BRI 
countries combinedly accounted for nearly 3096 of China's total foreign trade. 

The BRI is an evolving and adaptive concept and policy. The initiative will, in the 
second decade, not look the same as in its first decade. China's aim is for the BRI 
to be as flexible and inclusive as possible in order to meet the needs of participating 
countries in different regions. In the face of an evolving and adaptive BRI, the West 
will have to think hard on how to compete with China's BRI, economically as well 
as geopolitically, rather than just opposing it and hoping that it will diminish over 
time. 
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